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CAPITALISM IN RETROSPECT 
E. AYRES 


The University of Texas 


Taken at face value the word “capitalism” seems to refer to an economic 
system in which “capital” plays the title role. That is what it meant to Karl 
Marx and that is what it seems to mean to Mr. Eric Johnston, president of the 
United States Chamber of Commerce. As Mr. Johnston has recently declared, 
in an article the circulation of which must run to several millions,! 


I do not hesitate to say that the word upon which to fix the national mind at this time 
is simply, outrightly and frankly, capitalism. ...We are too mealy-mouthed about the 
basic principle of our economic system. We have been intimidated by all the tirades 
against “bloated capitalists” and “swollen profits.” We fear that the word capitalism 
is unpopular. So we take refuge in a nebulous phrase and talk about the “Free Enter- 
prise System.” And we even run to cover in the folds of the flag and talk about the 
“American Way of Life.” 


It seems likely that Marx would have agreed with all of this—that capitalism 
hides behind the flag, that capital is the basic institutional reality of which 
“swollen profits” and “bloated capitalists” are only end-products, and that 
businessmen are timid and mealy-mouthed. The extraordinary thing is that 
after so many years of sedulous avoidance the official spokesmen of capitalist 
business should now address themselves so squarely to this issue. 

In recent years economists also have taken to using the naughty word. Com- 
parative studies of capitalism and socialism with sidelights on totalitarianism 
and Wehrwirtschaft are now an academic commonplace. But unlike Mr. John- 
ston and Karl Marx, economists do not agree on what the word “capitalism” 
means or even whether it means anything. Their difficulty is not one of novelty. 
The taboo which excluded this word from the respectable literature of economics 
throughout the nineteenth century had its origin neither in confusion nor in 
prudence. Until recent years, at least, virtually all professional economists 
would have agreed with Mr. Johnston’s pronouncement that ‘capitalism has 
been the greatest force that the world has ever known for increased production.” 
But they had no use for any special name for the prevailing economic system, 
since they regarded it as a part of the order of nature. Like the Eskimos who 


1“Your Stake in Capitalism,’’ Reader’s Digest, February, 1943, reprinted in full in 
full-page advertisements in newspapers throughout the country on Friday, February 19, 
1943. 
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called themselves the human race they were content to identify the economic 
arrangements of western Europe and central North America as civilization. 

It is one of the ironies of culture change that the: need for such a word as 
“capitalism” should coincide with the disappearance of the happy certainties 
in which that word could have been used with confidence and general agreement. 
Obviously world events have had a great deal to do with this change of attitude. 
Economists may still argue, as some do, that every economy must conform to 
the basic principles of capitalism; but the United States Chamber of Commerce 
would scarcely be satisfied with a conception of capitalism which included the 
Soviet Union along with assorted fascist states. But the chief difficulty has 
been not so much the appearance of economies the gross structures of which differ 
markedly from those with which we are familiar as a growing realization that 
our own economy does not in fact work quite as we thought it did. Here too 
the point is not that it works badly, that it is subject to catastrophic depressions, 
or that “monopolistic competition” prevails over considerable areas. Our 
most serious trouble is conceptual. Quite apart from the defects of ‘‘the spotted 
actuality,’ we seem to have misconceived the nature and function of capi- 
tal itself. 

When Mr. Eric Johnston refers to capitalism as “the greatest force that the 
world has ever known for increased production” what he means is first, that 
increased production is a function of increased or improved industrial equip- 
ment, commonly known as capital; and second, that the increase or improve- 
ment of industrial equipment is the automatic and inevitable consequence of the 
accumulation of funds, also commonly and conveniently known as capital. The 
first of these two propositions is true, of course. The second is the Great Myth 
of capitalist culture, the belief by virtue of which—necessarily, perhaps—the 
community has been induced to endure the rigors of plutocracy. I do not mean 
to suggest that this myth, or any myth, is wholly devoid of truth, nor even to 
embark upon a discussion of the manifold qualifications and reservations with 
which economists have been obliged to hedge the proposition that the accumula- 
tion of funds means the increase of industrial equipment and therefore of the 
volume of production. But it must be noted, if only in passing, that economists 
who agree with their predecessors and with Mr. Johnston in attributing the 
achievements of the past five centuries to capitalism nevertheless have good 
reason to consider carefully just what are the determining features of the capi- 
talistic system to which these very substantial achievements may therefore be 
attributed with reasonable assurance. 

Just what is it the passing of which is most properly an occasion for regret? 
Economists are by no means generally agreed that the capitalist era has closed. 
As I have already noted, some would argue that the true essence of capitalism 
is eternal; indeed, scarcely anyone anticipates the disappearance of every feature 
of the familiar scene. But a note of foreboding, a sense, as Mr. Johnston phrases 
it, that “We stand at a solemn parting of the ways,”’ does run through the greater 
part of present day discussion, and many economists now admit the possibility 
of more or less cataclysmic change. Two books have appeared only recently 
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and almost simultaneously which exemplify this state of mind both in their 
resemblances and in their differences.2 Their superficial similarities are extraor- 
dinary, extending even to physical exteriors: almost simultaneous appearance, 
identical price, almost identical black bindings, and common evidences of the 
impact of war upon the publishing business.* Both writers are representatives 
of Germanic scholarship. Indeed, they were colleagues at Bonn before either 
took up residence in this country. Both seem to contemplate the eventual dis- 
placement of capitalism with regret. Both cherish the past, Professor von 
Beckerath with frank nostalgia and Professor Schumpeter less emotionally, 
perhaps, but still with the conviction that there were giants in those days. 
Neither rejects the conventional idea of capitalism, and neither finds it adequate 
and satisfactory. 

But at this point the resemblance comes to an abrupt end. Two books more 
different in temper and significance would be hard to find. In the case of Pro- 
fessor Schumpeter a curious combination of circumstances produces an impres- 
sion that is as unmerited as it is unfortunate. For one thing his prodigious 
erudition, his mastery of forensic strategy and tactics, and his amazing command 
of English idiom and literary skill in the larger sense, together produce an effect 
that is no doubt wholly unintended. The reader is not so much convinced as 
overwhelmed. However, this stylistic over-compensation, as it might be called, 
would be much less noticeable in a writer whose intellectual position was differ- 
ent. By a singular coincidence it happens that Professor Schumpeter’s opinions 
differ from those of his various groups of readers in such a way as to convey an 
impression of consciously sophisticated superiority by which those of other ways 
of thinking are seemingly identified as credulous fools and dupes of vulgar super- 
stition; and strange to say this is equally true of the partisans of capitalism, of 
socialism, and of democracy. 

With regard to capitalism Professor Schumpeter occupies a unique position. 
Although, as I have said and as the many readers of his works do not need to 
be reminded, he does credit capitalism with performing the service of capital 
accumulation with which it is conventionally credited, he does not regard this 
as its most important function nor rest his case for capitalism upon this premise. 
His major premise is still that of his Theory of Economic Development, namely 
that the creative force which has provided the motive power of western civiliza- 
tion throughout modern times has been the genius, the initiative, and leader- 
ship of men of affairs. Since men of affairs achieve their predominance in the 
course of a social struggle which has the. effect of a selective process it follows 
that the men of greatest genius to whom therefore the community owes the 
greatest debt are the men of large affairs. Even monopoly itself saves the com- 
munity the wastes of predatory and cutthroat competition, while “equilibrium, 


2 Capitalism, Socialism, and Democracy, by Joseph A. Schumpeter, New York: Harper 
& Brothers, 1942, $3.50; and In Defense of the West, by Herbert von Beckerath, Durham: 
Duke University Press, 1942, $3.50. 

3 Duke seems to have suffered less than Harper in the matter of paper and also in the 
disorganization of its editorial staff as evidenced by the number of misprints. 
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even if eventually attained by an extremely costly method, no longer guarantees 
either full employment or maximum output. . —and a shocking suspicion dawns 
upon us that big business may have had more to do with creating that standard 
of life (the modern workman’s budget) than with keeping it down” (pp. 80 and 
82). Thus Professor Schumpeter sets himself apart from all those who have 
naively supposed that the growth of monopoly represents a trend away from the 
beau idéal of capitalism. He also denies, with all the authority of his long study 
and distinguished contributions in this field, that the evidence of business cycles 
indicates any defect inherent in the mechanism of capitalism itself and even 
denies that unemployment is a major evil, since what makes it hurt is only the 
relatively low level of consumption of the masses by virtue of which they are 
unable to cope successfully with their periods of idleness. The latter is an 
indictment not of capitalism but only of the past in which capitalism had not 
yet raised the level of consumption to the point at which disemployment would 
cease to hurt. “Since it will be able to do so if it keeps up its past performance 
for another half century this indictment would in that case enter the limbo 
filled by the sorry specters of child labor and sixteen-hour working days and five 
persons living in one room which it is quite proper to emphasize when we are > 
talking about the past social costs of capitalist achievement but which are not 
necessarily relevant to the balance of alternatives for the future” (p. 70). 

But this does not mean that capitalism may be expected to go on to such 
triumphs. Having established that capitalism ‘thas no kind of fault nor flaw,” 
thereby dissociating himself from even its kindest critics, Professor Schumpeter 
goes on at once to dissociate himself also from those who are so naive as to sup- 
pose that its continuance may therefore be expected. Capitalism, he thinks, 
cannot possibly survive, for it is prevented from doing so by its own success. 
In much the same way in which it destroyed the institutional framework of 
+ feudal society the capitalist process also undermines its own (p. 139), thereby 

producing a social atmosphere of growing hostility. For it “unavoidably at- 
tacks” the small producer and trader, the lower strata of capitalist industry. 
(“Here of course Marx scores” p. 140.) At the same time it brings about the 
decomposition even of such institutions as property and contract. ‘Demateri- 
alized, defunctionalized and absentee ownership does not impress and call 
forth moral allegiance as the vital form of property did. Eventually there will 
be nobody left who really cares to stand for it—nobody within and nobody with- 
out the precincts of the big concerns” (p. 142). And so, “Faced by the in- 
creasing hostility of the environment and by the legislative, administrative 
and judicial practise born of that hostility, entrepreneurs and capitalists—in 
fact the whole stratum that accepts the bourgeois scheme of life—will eventually 
cease to function” (p. 156). 

This resolution, as I have already indicated, brings Professor Schumpeter into 
rapport with Marx. But he is no vulgar partisan. On the contrary, his most 
acrid sarcasm is reserved for the true believers who imagine that Marx was right 
in everything, for the radicals who are ‘“‘so fond of chivying the bourgeois that 

. they cannot see anything. .. ,” and for the “type of radical whose adverse judg- 
_ment about capitalist civilization rests on nothing except stupidity, ignorance, 
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or irresponsibility, who is unable or unwilling to grasp the most obvious facts.” 
There is no fool like a Marxist. ‘Modern economists with Marxist sympathies 
really should know better than to say. . .”’ etc., etc. 


In the court that sits on theoretical technique, the verdict must be adverse. Ad- 
herence to an analytical apparatus that always had been inadequate and was in Marx’s 
own day rapidly becoming obsolete; a long list of conclusions that do not follow or are 
downright wrong; mistakes which if corrected change essential inferences, sometimes 
into their opposites—all this can be rightfully charged against Marx, the theoretical 
technician (p. 48). 


Professor Schumpeter is reasonably safe from the attentions of the Dies Com- 
mittee. Nevertheless he honors Marx. For... 


Through all that is faulty or even unscientific in his analysis runs a fundamental idea 
that is neither. . . .He was the first economist of top rank to see and teach systematically 
how economic theory may be turned into historical analysis and how the historical 
narrative may be turned into histoire raisonnée. (Loc. cit.). 


It is as a fulfillment of this idea that Professor Schumpeter views the inevitable 
transition from capitalism to socialism, and this gives him an opportunity to 
dissociate himself still further both from Marxists and Rotarians. His socialism 
is no ‘‘paean on the miraculous glories of heaven, in which it would be easy to 
dispense altogether with capitalist tricks like cost rationality and in which com- 
rades would solve all problems by helping themselves to the bounties pouring 
forth from social stores” (p. 173). Indeed, it is culturally indeterminate and is 
best described, perhaps, 


by saying that the socialist management could steer a course approximating the long-run 
trend of output, thus developing a tendency which as we have seen is not foreign to big- 
business policy. And the whole of our argument might be put in a nutshell by saying 
that socialization means a stride beyond big business on the way that has been chalked 
out by it or, what amounts to the same thing, that socialist management may con- 
ceivably prove as superior to big-business capitalism as big-business capitalism has proved 
to be to the kind of competitive capitalism of which the English industry of a hundred 
years ago was the prototype (pp. 195, 6). 


This passage probably comes as near to pleasing nobody as would be possible 
within such narrow limits of space. But as he elaborates the picture Professor 
Schumpeter is able to make it even more repellent by pointing out that it “raises 
the question of that Bureaucratization of Economic Life which constitutes the 
theme of so many anti-socialist homilies.”” Nevertheless he declares that he at 
least is able to face the prospect with equanimity. 


I for one (he says) cannot visualize, in the conditions of modern society, a socialist or- 
ganization in any form other than that of a huge and all-embracing bureaucratic ap- 
paratus. Every other possibility I can conceive would spell failure and breakdown. 
But surely this should not horrify anyone who realizes how far the bureaucratization 
of economic life—of life in general even—has gone already and who knows how to cut 
through the underbrush of phrases that has grown up around the subject (p. 206). 


* 
¥ 
‘ 
a 
Rise 


298 Cc. E. AYRES 


And lest the president and members of the Chamber of Commerce should hail 
him as a comrade he makes it clear that he has reference not only to Washington 
but quite as much to New York. 

But democracy provides Professor Schumpeter with his supreme opportunity. 
Having argued that big-business is the finest flower of capitalism of which social- 
ist bureaucracy is the inevitable seed, he goes on to prove that such an outcome 
is entirely consonant with the further and fuller realization of democracy. In 
doing so it is first necessary for him to show that democracy is no mystic hope 
or idealistic self-deception along Jeffersonian or Lincolnian lines. As he puts 
the case, 


It is no doubt possible to argue that given time the collective psyche will evolve opinions 
that not infrequently strike us as highly reasonable and even shrewd. History however 
consists of a succession of short-run situations that may alter the course of events for 
good. If all the people can in the short run be “fooled” step by step into something 
they do not really want, and if this is not an exceptional case which we could afford to 
neglect, then no amount of retrospective common sense will alter the fact that in reality 
they neither raise nor decide issues but that the issues that shape their fate are normally 
raised and decided for them. More than anyone else the lover of democracy has every 
reason to accept this fact and to clear his creed from the aspersion that it rests upon 
make-believe (p. 264). 


The truth is that “democracy does not mean and cannot mean that the people 
actually rule in any obvious sense of the terms ‘people’ and ‘rule.’ Democracy 
means only that the people have the opportunity of accepting or refusing the 
_men who are to rule them” p. 284-85). The criterion of the democratic method is, 
simply, “free competition among would-be leaders for the vote of the electorate,” 
and is in essence “the rule of the politician.” So conceived, democracy is not 
only compatible with socialism, it is its natural consequence. 

Professor Schumpeter is well aware that his conception of democracy is likely 
to be no more palatable to democrats than his socialism is to socialists. As he 
remarks, ‘there will be a political profession” which may “evolve a political set, 
about the qualities of which it is idle to speculate,” and he closes the book with 
a characteristic irony. 


It is only socialism in the sense defined in this book that is so predictable (he says)’ 
Nothing else is. In particular there is little reason to believe that this socialism will 
mean the advent of the civilization of which orthodox socialists dream. It is much 
more likely to present fascist features. That would be a strange answer to Marx’s 
prayer. But history sometimes indulges in jokes of questionable taste. 


But cynicism is not compelling proof of wisdom. Indeed, as I said at the 
outset what seems at times to be an affectation of superiority may be the inescap- 
able consequence of a major premise to which one has become committed for 
quite different reasons. I have no idea what circumstances may have led to 
Professor Schumpeter’s commitment, doubtless many years ago, to the belief 
that all the achievements of western civilization, cultural as well as material, 
even the rationality that is the distinguishing trait of modern mind, owe their 
existence not merely to the institutions but to the personal example, influence, 
and power of men of large affairs. There is no limit, short of literal divinity, 
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to his idolatry. Thus he has “no hesitation in saying that all logic is derived 
from the pattern of the economic decision or, to use a pet phrase of mine, that 
the economic pattern is the matrix of logic.” 


In this respect (he continues) it is highly significant that modern mathematico-experi- 
mental science developed, in the fifteenth, sixteenth and seventeenth centuries, not only 
along with the social proces: usually referred to as the Rise of Capitalism, but (as a mani- 
festation of). . .the spirit of rationalist individualism, the spirit generated by rising capi- 
talism. ...Modern medicine and hygiene (are) by-products of the capitalist process 
just as is modern education. 

Thereis capitalist art. . .Giotto —Masaccio— Vinci— Michelangelo —Greco. . . Dela- 
croix and Ingres. . .Cézanne, van Gogh, Picasso. . . Matisse. . . The story of the capitalist 
novel (culminating in the Goncourt novel: ‘documents written up’) would illustrate still 
better. . . .(pp. 122-26). 


As Professor Schumpeter is well aware (see note 7 on page 125) this astonish- 
ing farrago, for which a duplicate could be found only in the wildest ravings of 
the callowest revolutionaries, is the postulate by which his entire position is de- 
termined. The fact that in its grotesque overemphasis on “the pattern of eco- 
nomic decision”’ and disregard of all the other factors of the cultural process such 
an opinion flouts not only the common sense of the community but, also the 
entire product of historical scholarship in such fields as the history of science and 
the history of the various arts does not constitute a valid reason for setting it 
aside. Professor Schumpeter might conceivably be right where all others are 
wrong, and he does enjoy a certain measure of support from German economic 
historians, including Marx. But the situation is one in which he might reason- 
ably have been expected to give serious attention to buttressing the foundationse 
upon which his entire argument is built, and his failure to do so is therefore es- 
pecially suggestive. It suggests that he is after all aware, perhaps “subcon- 
sciously,”’ of the extreme precariousness of his position and that his apparent 
brusqueness toward the delusions from which others suffer may be a reflex of 
his own discomfort. 

The outlines of Professor von Beckerath’s conception of capitalism lack the 
sharp clarity which is the distinguishing mark of Professor Schumpeter’s expo- 
sition. Perhaps this is due in part to the fact that Professor von Beckerath’s 
concern extends beyond capitalism, and even beyond socialism and democracy, 
to embrace the whole of western culture. But there is also a significant differ- 
ence of conception. More important than pecuniary calculation, in his view, 
are the social and political institutions which made capitalism possible and along 
with it much else that is even more precious, such as freedom and enlightenment, 
which he regards not as the fruits of capitalism but as joint products with capi- 
talism of a common institutional milieu; and more important even than these 
institutional forms are the moral convictions and even the spiritual traditions 
by which, he feels, the character of a civilization is determined. 

The present crisis, he therefore thinks, is more than the issue between alter- 
native economic patterns. As he puts it, ‘(Never has the danger to Western 
civilization arising from moral confusion and degeneracy been greater. What 
we are entering properly might be called the revolution of antimorality in an 
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environment of amorality’” (p. 232). Thus Professor von Beckerath is an 
admirer not so much of capitalism as of the cultural unity which western civiliza- 
tion has enjoyed and in which capitalism has flourished along with better things 
in recent centuries, the relative amenity which capitalism has shared in the 
past with the political, moral, intellectual, and artistic life of the western world. 
In speaking of the dangers which are inherent in the present situation he some- 
times uses language that reminds the reader of Professor Schumpeter’s inter- 
pretations, for example his remark that “the decreasing willingness of society 
to cope with the shortcomings of the capitalist system” may be more dangerous 
even than the “disturbances” and “rigidities” of that system. But this does 
not mean that Professor von Beckerath denies the existence of any disturbances 
or rigidities, or that he acquits capitalism of all responsibility in the matter. 
The economic difficulties and political confusions of the present day are, in his 
view, genuine enough, and they are the consequences of defects inherent in the 
economic and political mechanism of the modern world. But what alarms him 
most is the spiritual bankruptcy which is revealed by the ideology and technique 
of both proletarian and fascist revolution. ‘The denial of the real importance 
of the supernatural in human life,” he thinks, “the glorification of the mechani- ; 
cal, may prove to be tragic errors” (p. 270). 

As this passage indicates, Professor von Beckerath considers technological 
development a disturbing influence, and so it is. Without doubt the “iron 
slaves” of ‘“‘mechanized civilization’ are indeed ‘monkey wrenches” in the 
machinery of the western world, as the title of Chapter III suggests. This 
raises a very important issue. Grant that science and technology are the chief 
disturbers of our peace. Grant that the confusion of moral values and dis- 
appearance of supernatural sanctions are chiefly attributable to that influence. 
Does it therefore follow that science and technology are the instruments of the 
devil? Professor von Beckerath does not say so, nor so far as I can judge 
does he even think so. But he does leave the issue unresolved, and this is the 
principal failure of an otherwise absorbing and thought-stimulating book. 

Consider the moral and spiritual ‘“verities” of Protestant-capitalist civiliza- 
tion, as Alexander Meiklejohn has recently called it. Obviously they were not 
identical with the verities of the medieval world, and Professor von Beckerath 
seems to share the common opinion that the change was for the better since 
it is the later and not the earlier verities for which he is solicitous. But to what 
was that change due? “The philosophy of enlightenment, utilitarianism, the 
increasing interest in science, and the advance of scientific technology’”’—surely 
these developments, which Professor von Beckerath lists as “‘powerful factors 
in the rise of the middle classes’ (p. 89), give evidence of something more than 
Professor Schumpeter’s pecuniary logic. Surely the intellectual process has 
a drive and a pattern of its own. As economists, “theoretical technicians” 
in Professor Schumpeter’s phrase, we assume that the development of economic 
ideas is a reality. Surely the tools and instruments of western civilization are 
realities. Surely the intellectual and technical development of western civiliza- 
tion will survive institutional adjustments which after all may be no more pain- 
ful than the transition from feudalism to Protestant-capitalist democracy. 
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Perhaps the concern which we now feel for the not-so-very ancient verities 
of the capitalist period bears a closer resemblance than we realize to the state 
of mind of the medieval schoolmen, and in two respects. For one thing, we are 
almost certainly wrong in thinking that the disappearance of our verities is the 
doom of truth and goodness. ‘‘Democracy,” says Professor von Beckerath in 
a passage which Professor Schumpeter no doubt would dismiss as utterly naive, 
“consists in keeping a way to the highest forms of spiritual experience open to 
everybody who is fit for it” (p. 240). Yes, it certainly does. But that is not 
all. Education is the dissemination of what is known, but it is also the effort 
and achievement of knowing more. In a still more important sense democracy 
is the political aspect of the self-education of a culture. That is the reality 
which Professor Schumpeter ignores when he sneers at Jefferson and Lincoln. 
History does indeed contain a succession of short-run situations, but to say 
that history consists of them alone is to render the history of science (including 
economics) utterly unintelligible. Jefferson was of course right in. thinking 
that in the end ‘the people” are wiser than any single individual in just this 
sense: the wisdom of any single individual is limited to what is known and under- 
stood at some particular instant of time, but the ‘‘wisdom of the people” is a 
function of continuous and progressive development. I have just reread 
Henry Adams’ poignant account, in the Education, of the death of his older 
sister. The great-granddaughter of John Adams died of tetanus, and my 
reflection is, what a fool she was not to have been born a century later! We 
know better now, and if anybody thinks that we can nevertheless be treated as 
such men as we were treated in the past, he is mistaken. 

This does not tell us what the values of the future are to be. But it does 
indicate their source, and that is my second point. In crying, ‘Woe, woe!” 
we are closing our eyes to the source of our relief, just as the medieval schoolmen 
did. In a characteristic passage Professor Schumpeter praises the schoolmen 
for having the sense to curb the “rugged individualism of Galileo,” since they 
“rightly sensed the spirit behind such exploits .. . the spirit generated by rising 
capitalism” (p. 124). It has always been my opinion that in “chivying”’ Galileo 


but leaving his telescope intact the schoolmen clearly revealed that they had no 


notion what it was all about, and that, it seems to me, is Professor Schum- 
peter’s real failure. He completely misses the most important force in modern 
(or any) civilization. His is, after all, a perfect clinical picture of capitalist 
astigmatism. Mr. Eric Johnston and his kind exalt the accumulation of funds 
not only because they are (or propose to be) the masters of those funds but even 
more because their minds are fixed in “the pattern of economic decision.” To 
minds so fixed, funds are the reality of which the “iron slaves’ of industry are 
only the transient and ever-changing form. But they are wrong. Those 
machines are more than models for attractive institutional advertising; they are 
the ultimate reality of modern civilization. The pattern of decision may very 
likely change; but capitalist or socialist, the future economy will certainly be 
super-industrial. The machines are slaves, perhaps, as Professor von Beckerath 
has said; but they are genii-slaves of the lamp of science. If we rub the lamp 
a little harder, we may yet learn the answer to the institutional riddle. 
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THE FINAL CONSUMPTION OF COTTON 
M. K. HORNE, JR. 


University of Mississippi 


Students of the cotton economy have dealt chiefly with aspects of supply. 
Emphasis has been laid upon crop control, production methods, and the inter- 
mediate stages of distribution. The basic demand for cotton, which stems from 
its ultimate uses, has been comparatively unknown to economic research. 

Is it realistic to hope that the total demand for cotton may be increased appre- 
ciably by conscious effort? The chief avenues for such effort are (1) control of 
consumer psychology, (2) strengthening of merchandising methods, (3) improve- 
ment of existing products, and (4) discovery of new uses. 

The potential effect of such enterprise cannot be appraised without a broad 
statistical picture of the uses of cotton, organized in terms of the quantity of the 
raw fiber which reaches ultimate consumption through each use. There has 
been a remarkable scarcity of such information. When fabrics leave the textile 
mills and fan out toward the myriad of finishing and fabricating plants through 
which they take form as consumer articles, the quantities of cotton involved are 
obscured in statistical reports. 

Frank A. McCord, in collaboration with the writer, has made a comprehensive 
study of statistical sources which give bases for estimates of the volume of cotton 
entering each final use. The fragmentary data thus obtained have been supple- 
mented by contacts with 1,500 firms and individuals having first-hand knowledge 
of specific uses. The outcome is a publication, only recently released, which 
gives estimates of the volume of raw cotton required for consumer articles 
manufactured in the United States during the years 1937 and 1939.1 

The study revealed 266 more or less homogeneous uses, each of which required 
as many as 100 bales of cotton per year. The 100 largest uses in 1939 are pre- 
sented in Table I. Drastic shifts in consumption have subsequently been made 
as a consequence of the war, but the figures for 1939 provide a closer approach to 
a normal situation than later statistics would afford. 

Some of the chief implications of these statistics will be discussed briefly in this 
paper. Against this statistical background, some broad conclusions will be 
drawn regarding the possibilities of change in the total demand for cotton and 
the principles which should characterize a conscious effort in that field. No 
attempt will be made here to analyze the international aspects of cotton con- 
sumption or the effect of the current upheavals incident to the war. Neither 
will discussion be given to the connection between expanded cotton consumption 
and the best interests of society as a whole. 


I 


Table I makes apparent the wide distribution of cotton uses. Automobile 
tires, with 8.7 per cent of all cotton consumption, form an exceptional instance 


1M. K. Horne, Jr. and Frank A. McCord, Cotton Counts Iis Customers (Memphis, Na- 
tional Cotton Council of America: 1942). 
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TABLE I 
ConsUMPTION OF CoTTON IN THE 100 Larcest Uses In THE UNITED States: 1939 
(1) (2) 
USE THOUSANDS OF 478-LB. PER CENT OF TOTAL 
BALES CONSUMPTION 
Automobiles, Other Than Tires.................. 74.1 1.03 
30.0 -42 
Advertising Signs & Novelties................... 12.5 17 
Stage & Screen Equipment...................... 12.5 
Novelty Ribbons & Thread...................... 6.8 -09 
Brake Linings & 5.0 -07 
Office Machine ... 3.2 .04 
All Other Industrial Uses............... errr 262.1 3.63 
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TABLE I—Continued 


USE 478-LB. PER TOTAL 
BALES CONSUMPTION 
HovusEHo Usszs, 1,808.1 25.05 
Draperies & Upholstery... 154.2 2.14 
Chairs, Hammocks & Swings.................... 17.5 24 
All Other Household Uses....................... 4.0 -05 
MEN’s & Boys’ APPAREL, Total:.................. 1,626.0 22.53 
209.9 2.91 
All Other Men’s & Boys’ Apparel.......... pee 6.6 -09 
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TABLE 1—Concluded 
(1) (2) 
USE THOUSANDS OF 478-LB. PER CENT OF TOTAL : 
NET WEIGHT BALES CONSUMPTION rs 
Women’s & Grrus’ AppaREL, Total................ 598.2 8.29 
Foundation 5.2 .07 
All Other Women’s & Girls’ Apparel............. 13.7 19 
Rerait Fasprics & 387.2 5.37 
Thread for Domestic Use................ss.see0- 39.5 -55 
All Other Retail Fabrics & Threads............. 1.8 02 
CuILpREN’s APPAREL, Total................ 120.0 1.66 
All Other Small Children’s Apparel.............. 2.7 -04 
of concentration in a single use. Bed sheets, with 6.0 per cent, comprise another 
outstanding exception. Important concentrations are also found in men’s 
shirts (6.4 per cent), bags (6.3 per cent), cordage and twine (4.9 per cent), piece 
goods (4.6 per cent), and towels and toweling (4.2 per cent); but these broad 
classifications are obviously limited in their homogeneity. In the study cited 
above, several subdivisions are given under each of these uses. 
Even under the classifications here given, 40 per cent of all cotton consumed 
was applied to individual uses taking 2 per cent or less of the total, and 26 per 
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cent was applied to uses taking 1 per cent or less. Of the 100 uses here given, 
the median use consumed 24,015 bales, or the normal annual output of about 
4,000 cotton farms. There were 14 uses taking from 50,000 to 100,000 bales, 19 
uses taking from 25,000 to 50,000 bales, and 31 uses taking from 10,000 to 25,000 
bales. The smallest of these uses consumed as much cotton as an average 
county in the Cotton Belt produces. 

The diversity in the nature of cotton’s uses is apparent from inspection of 
Table I. Cotton sprawls across the whole map of consumption. Every use is 
distinguished by an individual pattern of circumstances. There are differences 
in the economic and technical requirements of the fiber employed, in the charac- 
ter of the market served, in the kind and degree of processing which the fiber 
receives, and in the types of fabricating operations through which it passes. 

In so large and diverse a distribution, the law of averages has considerable 
opportunity to operate. It is inevitable that the distribution contains numerous 
substantial uses which are subject to expansion or contraction as a result of 
scientific and promotional efforts by the cotton industry. The distribution is, 
of course, a proper source of some comfort to the cotton economy, for only a 
small fraction of the total consumption is exposed to depressive influences at 
any one point. Nevertheless, a net decline in cotton consumption can readily 
result from aggressive competition exerted upon it at many points and unac- 
companied by an offsetting aggressiveness on the part of cotton. 

The distribution of cotton’s uses casts doubt upon the significance of sporadic 
or piece-meal programs of technical or market promotion. If, for example, a 
determined effort is successful in halting the replacement of cotton with rayon 
in a given field of consumption, the net effect is likely to be an intensification of 
competition from rayon at other points. Likewise, if cotton dislodges jute from 
a given market, will not the displaced jute reappear in intensified competition 
elsewhere? The advocates of concentration upon a few uses, or even a few 
methods of promotion, are lacking in perspective. Such enterprise may be more 
productive of conversation than of net results. 

There is no simple or inexpensive way to produce a material net change in the 
total demand for cotton. If serious results are to be expected, the whole array 
of substantial uses must be the subject of coordinated effort, made with current 
knowledge of all the significant factors in each use. The specialized knowledge 
and skill required for such an effort are entirely outside the scope of small-scale 
enterprise. This fact, however, does not remove such effort from the realm of 
possibility, for the raw cotton industry, from farmer to spinner, is one of the 
largest financial interests dependent upon a single commodity in the United 
States. 


II 


A remarkable feature of the cotton use pattern is the relatively small im- 
portance of women’s and girls’ clothing, which accounted altogether for the 
consumption of only 598,200 bales in 1939. The entire field of women’s and 
girls’ apparel was smaller than automobile tire cord. It was only 37 per cent 
as large as the field of men’s and boys’ apparel. Dresses, the biggest item in the 
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group, ranked twelfth on the whole list of uses in Table I. Consumption by 
women and girls was thinly spread over a variety of uses. The arithmetic 
average of the quantities of cotton consumed in this group was 32,469 bales, 
compared with an average of 77,332 bales for the remaining uses. 

In total fiber consumption, feminine apparel does not bulk so large as casual 
observers may suppose. Women tend to use lighter clothing and to give it less 
strenuous wear than men. Moreover, cotton’s position in this field has been 
profoundly altered during the past two decades by competition from rayon. 
The progress of this aggressive fiber has been highly concentrated in female 
apparel. In recent years rayon has closely challenged cotton for first place in 
the volume of fiber consumed in this field. Cotton is superior to rayon in 
launderability, while rayon may be superior to cotton in draping qualities. 
Both launderability and draping qualities are wifhin the scope of potential 
scientific control. 

The smallness of the female apparel field suggests that rayon may make its 
new competition felt chiefly at other points in the future. Indeed the industry’s 
advances are currently being felt by cotton in the largest of all its consumer 
outlets, automobile tire cord. Rayon tire cord, as such, has a reputed tendency 
to give better resistance than cotton cord to the heat generated by tire flexing. 
However, the individual cotton fiber is superior to the rayon filament in heat 
resistance. Scientific progress has been made toward transmitting this su- 
periority from the cotton fiber to the finished cord; but thus far the effort has 
been insufficient to prevent rayon from getting into important tire cord markets 
formerly occupied by cotton. 

Cotton’s reputed price advantage over rayon is subject to severe qualifications. 
The finer and stronger cotton fabrics require long-staple fiber, carrying premiums 
in price. The spinning operation entails a fiber waste running, in the case of 
combed yarns, as high as 35 per cent of the total. In spun rayon, the uniformity 
of fiber length greatly reduces the spinning waste; while in filament rayon, the 
problem is obviated. At the yarn level of processing, cotton’s price advantage 
often nears the vanishing point. The broad trend of rayon prices has been 
distinctly downward. Aside from average price comparisons, rayon has the 
advantage of extraordinary stability in price. 

Rayon is produced by a small group of financially strong corporations capable 
of rugged competition. Realistically viewed, cotton’s chances of forcing rayon 
into a net reduction of its outlets are remote. The industry has a large fixed 
investment, and it would pay a high price to prevent a net loss of markets. 
Cotton will do well if it can discourage further expansion of that investment. 
To do so, it must be willing to spend money liberally on scientific research and 
sales promotion, and it must distribute its expenditures strategically among all 
the fields of actual or potential competition with rayon. 


Judged by the criterion of cotton consumption, the important uses tend to be 
those which are unspectacular. In Table I, 37 per cent of the total was in the 
miscellaneous group described, for lack of a better word, as “Industrial Uses’’. 


oF 
= 
= 
= 


308 M. K. HORNE, JR. 


Tire cord, bags, and cordage and twine consumed 20 per cent of the total, or 
1,450,000 bales. Shoes consumed more cotton than men’s hosiery, and twice 
as much as women’s hosiery. Bandages and absorbent cotton were more im- 
portant than handkerchiefs, table linen and embroidered scarfs combined. 
Awnings were as important as men’s nightwear, and three-fourths as important 
as women’s underwear. Horse and mule harness was more important than wom- 
en’s sportswear. 

Another 25 per cent of the total was in the ‘““Household Uses”. Here the con- 
centration within a small list of uses is noteworthy. Cotton articles used on 
beds consumed 879,500 bales. Other uses taking 736,360 bales were towels and 
toweling, draperies, upholstery, rugs, carpets, and curtains. 

The remaining 38 per cent of all cotton consumption was in the “Apparel 
Uses”. Within this group the plain, coarse items were dominant. Men’s 
overalls and coveralls were ahead of women’s dresses. "Women’s dresses costing 
$2.00 or more used only 6.3 per cent as much cotton as those costing less than 
$2.00.2, In the leading apparel use, men’s shirts, 26.7 per cent of the total were 
work shirts, and 15.5 per cent were polo shirts.* In men’s underwear, 41.9 per 
cent of the total consisted of one-piece knitted union suits.‘ 

The use distribution of cotton exposes the fallacy of the argument that the 
price of cotton has little influence upon the quantity consumed. This conten- 
tion, which is quite widely held, results from reasoning in which undue weight is 
given to the light items of apparel containing only two to ten cents’ worth of 
cotton per dollar of retail value. In the total consumption of cotton, the price 
of the fiber is obviously a cost factor of primary importance. To compete ef- 
fectively in the fields of greatest consumption, a fiber must meet severe tests as 
to price. 

Paper, which is distinctly cheaper than spun fibers, is rapidly broadening its 
applications through technical improvements. This material has made out- 
standing progress in overcoming the handicap of low strength. Today it is 
striking hard at markets in which the volume of spun fiber consumption is high, 
such as bags, towels, twine, and upholstery. Paper, like most rayon, is made 
by means of technical processes which are subject to control and continued 
improvement, from a cellulose raw material which is cheaper than cotton. 

The aggressiveness of rayon and paper, and the potential competition of the 
newer synthetic fibers, are sufficient in total effect to give cotton grave concern. 
These materials are striking cotton’s markets at vital spots. Table I contains 
almost no substantial cotton uses which are beyond the potential reach of rayon 
or paper if their technical advances continue. Many of those advances are 
made possible by the flexibility which permits, at will, control and modification 
of the materials to meet consumer demands or industrial requirements. 

In inter-fiber competition, cotton is analogous to an old nation which has 
grown accustomed to ruling most of the world without serious rivalry. The 


2 Ibid., p. 21. 
3 Ibid., p. 19. 
4 Ibid., p. 20. 
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quantity of cotton consumed in this country exceeds that of jute, sisal, wool, 
rayon, silk and linen combined. In this situation, cotton logically has more to 
lose than to gain. If cotton offers little scientific and merchandising resistance 
to the rising challenge of other fibers, the full extent of its possible losses is ap- 
palling. 

On the side of possible gains for cotton, the biggest fields of inter-fiber com- 
petition are in bags, cordage and twine, where the quantity of jute, sisal, hene- 
quen and other imported fibers consumed in 1939 was at least twice as great as 
the 816,100 bales of cotton consumed. In this country the use of these imported 
fibers in bags, cordage and twine exceeded the consumption of wool, rayon, silk 
and linen in all uses. Price, tensile strength, and other technical qualities are 
the chief elements of competition in the bag and cordage markets. 

Next in point of volume are the wool consumed in rugs, men’s suits, and 
overcoats, and the rayon consumed in female apparel. The seriousness of this 
competition is apparent. Yet these and all other fields of possible gain through 
inter-fiber competition should be measured and analyzed. 


IV 


The competitive forces influencing cotton consumption are classifiable into 
three divisions or areas. The first is the area of inter-fiber competition, in which 
one fiber strives against another for acceptance in the manufacture of established 
products. This is the area which affords cotton its greatest and most immediate 
source of danger, if not of opportunity; and it is the area to which the foregoing 
comments chiefly pertain. Both scientific research and advertising appeals 
are important instruments of competition in this field. 

The second area is that in which non-fibrous products come into competition 
with cotton products for the performance of an established function. It em- 
braces, for example, the substitution of Venetian blinds for window shades. 
Conversely, it embraces the use of cotton coverings to preserve rubber tires, 
and the substitution of treated cotton bags for metal containers. This area 
of competition is a special domain of scientific research, though advertising and 
sales promotion are important auxiliary weapons. 

The third area is that in which an effort is made to induce the buying public 
to purchase more cotton products regardless of the source from which the 
spending power is attracted. In this field it is obvious that, unless the price 
of cotton products is reduced or the purchasing power of consumers is increased, 
an expanded consumption of cotton products must be accompanied by the with- 
holding of spending power from other goods or services, or from savings. A 
fundamental change in the distribution of the consumer dollar must be effected. 
The logical weapons of competition in this field are advertising and publicity 
campaigns. 

Here the distribution of cotton’s uses requires further consideration. Cotton 
is so widely spread throughout the pattern of consumption, that increased cotton 
purchases at one point are likely to mean reduced cotton purchases at another 
point. The cotton industry must therefore be circumspect as to the source of 
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the spending power attracted to cotton articles. If money is withheld from 
automobile tires and spent on clothing, net cotton consumption may be reduced; 
there is as much cotton in a $10.00 passenger tire as in six dress shirts. Ifa 
housewife spends $2.00 on a dress instead of a mattress pad, she consumes three- 
quarters of a pound of cotton instead of four pounds. If she spends $1.00 on a 
slip instead of on the average window shade, her net cotton consumption is 
reduced. There is as much cotton in the bag on a $1.00 purchase of sugar as in 
a $1.00 pair of cotton hose or in two 50 cent brassieres. 

The farm value of the cotton which reaches final consumption in the United 
States is normally about one-half of one per cent of the national income. In 
- extreme cases, the value of the cotton in a “cotton article” is no more than this 
percentage of its retail price. In such cases, the net gain in cotton consumption 
would be nil if purchases of the “cotton articles” were expanded with funds 
withdrawn from a representative cross section of all consumer expenditures on 
goods, services, and savings. 

Efforts to produce a material net expansion in cotton consumption through 
shifts in consumer expenditure may achieve some effectiveness if the efforts are 
selectively placed among the most promising uses. In the choice of uses, em- 
phasis should be laid upon those in which the ratio of raw cotton value to total 
value is high. Otherwise, the net effect of the shift in purchases may be small 
in terms of cotton consumption. Moreover, the cost of selling a given quantity 
of cotton through articles having a high ratio of cotton value to total value 
should be relatively small, for the other elements of value which must be carried 
into consumption along with the cotton are relatively small. If only two cents’ 
worth of cotton is embodied in a $1.00 article, a $1.00 sales resistance must be 
overcome in order to make a two cent sale of cotton; whereas, if fifty cents’ worth 
of cotton is embodied in a $1.00 article, twenty-five times as much cotton may be 
sold by overcoming the same amount of sales resistance. 

The additional factors to consider in the selection of uses for sales promotion 
are many and complex. It naturally appears wise to emphasize uses in which 
cotton holds a dominant position in inter-fiber competition; otherwise the fruits 
of the effort must be divided. The elasticity of demand in the various uses 
should be analyzed. Study should be made of potential expansion in fiber use 
not only at the retail level, but at various stages of manufacture. 


Vv 


Many agencies are now engaged in scientific research or sales promotion de- 
signed to increase the consumption of cotton. Of outstanding importance is the 
Southern Regional Research Laboratory of the U. 8. Bureau of Agricultural 
Chemistry & Engineering. This establishment operates on an annual budget of 
approximately $750,000 for scientific research devoted chiefly to cotton and 
cottonseed. The Texas Cotton Research Institute, the National Cotton Coun- 
cil, The Textile Foundation, the Cotton-Textile Institute, and a number of 
educational and industrial agencies have scientific research projects on cotton. 
The National Cotton Council and the Cotton-Textile Institute are spending 
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approximately $250,000 per year in joint advertising and publicity enterprises. 
If research and sales promotion hold a genuine possibility of expanding the total 
market for a billion dollar cotton crop, the present scale of operations is quite 
modest. 

From examination of the cotton use pattern as a whole, good evidence appears 
that the total demand for cotton is subject to substantial change through de- 
liberate effort in the form of scientific research and sales promotion. Such effort 
can be significant both in expanding the uses of cotton and in resisting the loss 
of uses. 

There also is good evidence that a vast amount of effort could easily be wasted. 
In the light of the entire use pattern of cotton, it would appear absurd to work 
diligently upon one segment of the pattern without thought for the economic 
repercussions upon other segments. Large expenditures made in offering re- 
sistance to a competing fiber in one use are wasted if that fiber can find its way 
into another use in which the resistance is not so severe. All effort should be 
weighed in terms of its net effect upon cotton consumption. There should be 
a balanced program of activity throughout the whole list of significant uses, with 
expenditures upon each being gauged by the relative intensity of the need. 

The lack of a general strategy embodying this principle is the cardinal weak- 
ness of the present efforts to expand cotton consumption. The necessary 
strategy cannot be developed without full knowledge of the market conditions 
in each use. 

At present the essential statistical information to support a sound strategy 
does not exist. There are no current statistics comparable with those presented 
in Table I. Neither are there current statistics on the use destinations of com- 
peting fibers. There is no individual or agency, certainly none friendly to cotton, 
which has at its command a record of the monthly, quarterly or annual variations 
in fiber consumption in each of the significant uses. In this field of activity, 
sporadic observations by untrained investigators can be worse than nothing. 
Cotton has been shooting in the dark. 

The needed figures on current consumption trends could be developed through 
a sustained program of statistical analysis, based upon Federal and private 
reports, and thoroughly supported by first-hand investigation. The usefulness 
of Federal statistical reports for this purpose might well be improved. 

An essential of sound strategy is intimate current knowledge of supply and 
demand factors in each significant use. What fiber qualities are important? 
What technical developments are needed? What kinds of market resistance are 
being encountered? What merchandising developments are in progress? What 
fiber competition is in prospect? What changes in the size and method of in- 
dustrial production are being made? What new opportunities are evolving? 
For every use of cotton, these questions imply the need for sustained, expert 
investigation, conducted throughout an adequate sample of the market. Only 
in the light of authentic answers can the cotton industry decide how best to spend 
its energies in sales promotion and scientific research. 

The task of securing information to support a sound strategy is well within 
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the realm of possible achievement. It would require a considerable staff of 
specialists in technical subjects, but the total cost would be small in comparison 
with the markets at stake. A more serious obstacle is the fact that it might be 
difficult to enlist popular support for a program based on sound strategy. The 
correct approach is essentially scientific and unspectacular; yet any large-scale 
program of action must be popularized among the thousands of growers and 
processors who, by one method or another, have to support it. From the stand- 
point of winning popular support, there is further difficulty in the fact that any 
program, sound or unsound, might fail to increase the total market for cotton 
in the face of competition from other cheap, aggressive fibers. Unless the price 
of cotton goes down or consumer income rises, it is more than possible that the 
true measure of success will be how well a net decline in the consumption of 
cotton is resisted. 
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THE NEGRO AND THE UNITED MINE WORKERS OF AMERICA! 


-HERBERT R. NORTHRUP 
Cornell University 


The bituminous coal industry has served as a laboratory for the development 
of many trade union policies. Of considerable importance is the manner in 
which the United Mine Workers has met the problem posed by the presence of 
large numbers of both white and Negro woikers in the coal industry.2. The 
‘miners’ formula” for resolving this question has been adopted by many of the 
CIO unions, which it helped to bring into existence, and in which the influence 
of the experiences of collective bargaining in the coal industry is still strong, 
although the UMW has now dissociated itself from the CIO. 

This article discusses the effects of the UMW’s racial policies on the welfare 
of Negro miners, with special reference to their employment opportunities.* 
Before turning to the main topic, however, it will be necessary to examine 
briefly the trend of employment and the racial-occupational pattern in the 
industry. 


I 


Tables I and II show the number of workers attached to the industry, and the 
proportional strength of colored miners, in the country as a whole, and in the coal 
producing states of the Southern Appalachian region, for the years 1890-1940, 
as reported by the United States Decennial Census. 

The data for 1890 and 1900 cannot, of course, be strictly compared with those 
of the four succeeding census years, as they include metal miners, and in the 
case of 1900, quarrymen as well. But since coal is the predominant mineral 
produced in all these states, these figures do convey the idea of the rapid increase 
in the number of coal miners employed during the two decades before 1910. 

Taking first the figures for the entire country, both the absolute number of 
miners and the proportion of Negroes showed marked increases during the 
first decade after 1910. Most striking, however, is the fact that between 1920 
and 1930, the number of Negro miners rose by 5 per cent in the face of a 14 per 
cent decrease in total employment in the industry; and then, in the next ten 
years, the Negroes’ gains were more than wiped out: the total number of coal 
miners decreased by 16 per cent, whereas the number of Negroes decreased by 
33 per cent. The circumstances under which these gains and losses of colored 
miners took place will be described in detail below.‘ 


1T am happy to acknowledge valuable assistance from an unpublished manuscript 
by Dr. P. H. Norgren, and from suggestions by Professors W. H. McPherson and S. H. 
Slichter, and by Dr. J. T. Dunlop. 

2 Only bituminous coal mining will be considered in this paper. There have never been 
more than a few score Negroes in the anthracite mining region of Pennsylvania. The 
terms ‘‘coal mining’’ and “‘bituminous coal mining” will be used interchangeably hereafter. 

3 In asubsequent article, the attempts of the United Steel Workers to adapt the ‘‘miners’ 
formula” to the Birmingham, Ala., steel industry will be discussed. 

4See below, pp. 315-18. 
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Turning next to the data for the individual states, we find that in 1940, ap- 
proximately ninety per cent of all the Negroes in the industry were located in 


TABLE I 
Torat Workers, NUMBER AND PERCENTAGE OF NEGROES IN THE CoAL INDUSTRY FOR THE 
Unitep STATES AND FOR THE PRINCIPAL CoaL PropuciING STATES OF 
THE SOUTHERN APPALACHIAN REGIoN 1890-1910 


1890* 1900t 1910 
All All 

workers Negroes one workers Negroes atte workers Negroes “ae 

Total United States........ t t t t I |644,500/40,584) 6.3 
Total So. Appalachian...... 31,475} 9,148) 29.1 |66,253/22,304| 33.7 |112,358)29,642| 26.4 
7,966) 3,687) 46.3 |17,898] 9,735) 54.3 | 20,779)11,189) 53.8 
rr 5,091 976} 19.2 | 9,299} 2,206} 23.7 | 18,310] 3,888] 21.3 
4,889 769) 15.7 |10,890] 3,092) 28.4 | 11,094} 1,609] 14.5 
3,924! 1,700] 43.3 | 7,369) 2,651] 35.9 | 7,291) 1,719) 23.6 
West Virginia............ 9,605} 2,016) 21.0 |20,797| 4,620) 22.2 | 54,884)11,237) 20.5 


Source: U. 8. Decennial Census of Occupations 1890-1910. 
* Includes all miners. 


t Includes all miners and quarrymen. 


t Total U. S. figures would be without meaning because of inclusion of metal miners 
and quarrymen. 


TABLE II 
ToraL Workers, NUMBER AND PERCENTAGE OF NEGROES IN THE CoAL INDUSTRY FOR THE 
UniTED STATES AND FOR THE PRINCIPAL CoaL PropvucinG STATES OF 
THE SOUTHERN APPALACHIAN REGIon 1920-1940 


1920 1930 1940* 
All All All 

workers |Negroes workers Negroes workers |Negroes = 

Total United States......... 733, 936/54,597| 9.2/519,420/38,560) 7.4 
Total So. Appalachian....... 182, 845/42 ,666| 23.3)197, 162/44, 266) 22.5/214, 253/34, 793! 16.0 
26 , 204/14 ,097) 53,8) 23,956)12,742) 53.2) 23,022) 9,605! 41.8 
44,269] 7,407) 16.7) 54,307) 7,346] 13.3] 54,676) 5,474) 10.0 
12,226} 913) 7.5) 8,765) 578) 6.6) 9,534) 168) 1.8 
12,418} 2,450) 19.8} 12,629) 1,511) 12.0) 20,086} 1,190) 5.9 
West Virginia. 87 ,728|17, 799] 20.3) 97,505/22,089| 22.7|106 , 935)18 , 356) 17.2 


Source: U. S. Decennial Census of Occupation, 1920-1940. 

* Before 1940, the figures are those ‘‘gainfully occupied,”’ i.e., attached to the industry. 
The 1949 figures are those actually employed. But the difference between these terms is 
not substantial. It is highly probable that most people in 1930 reported not their usual 
status, but their actual status at the time of enumeration, and the latter is just the point 
stressed by the 1940 census. 


the five southern and border states of Alabama, Kentucky, Tennessee, Virginia, 
and West Virginia, the so-called Southern Appalachian region, where 16 per cent 


4 


NEGRO AND UNITED MINE WORKERS 315 


of the workers were colored. In no other state did Negroes comprise as much 
as 3 per cent of the total number of coal miners. 

In three Southern Appalachian states—Kentucky, Tennessee, and Virginia— 
the percentage of Negroes declined by approximately one-half between 1910 and 
1930. In Alabama during this period, the proportion of Negro miners remained 
quite stable. In West Virginia, however, the trend of Negro employment was 
quite different. There the proportion of Negroes remained constant from 1910 
to 1920, but during the next ten years almost one-half of the neW job opportuni- 
ties created by the expansion of the industry went to Negro miners despite the 
fact that they comprised but one-fifth of the labor force in the state in 1920. It 
was in West Virginia, then, that the aforementioned rise in Negro employment 
was concentrated, a gain which was large enough to outweigh significant losses 
in three other southern states. 

Between 1930 and 1940, the proportion of Negro miners in each Southern 
Appalachian state declined sharply, despite the fact that employment in that 
region tho not in the total industry took a turn for the better. The downward 
trend, observed since 1910 in Kentucky, Tennessee, and Virginia, continued at 
an accelerated rate; for the first time since 1890, the proportion of Negroes in 
Alabama mines fell below 50 per cent; and in West Virginia, the gains of the 
Negroes during the 1920’s were more than swept away. 


II 


The causes of these shifts in the racial-employment pattern are found, first, 
in the comparatively late exploitation of the- southern coal fields and their subse- 
quent rapid development, and second, in the displacement of men by machines. 
Both are inextricably entwined with the story of collective bargaining in the 
industry. 

Because of their greater distance from the centers of coal consumption, and 
because of inferior transportation facilities, the rich coal deposits of West Vir- 
ginia and Kentucky were not exploited on a large scale before 1900. Since then, 
however, they have been developed at a rapid rate; nor is this difficult to explain. 
The coal seams of these states are unusually thick and contain an exceptionally 
high grade coal. But most important, the southern coal industry was from its 
inception, and with a few years excepted, for nearly forty years thereafter, 
strictly non-union; whereas the central competitive field, composed of the mine 
fields of Illinois, Indiana, Ohio, and Pennsylvania, was to a large extent organ- 
ized as early as 1900. Since labor costs constitute the principal element in total 
costs of production, the non-union coal operators in the southern fields were able 
to encroach steadily on the markets of the union employers in the North by 
paying lower wages than the union scale. 

The gradual infringement of the southern coal industry upon that of the 
North was noticeable even before the first World War, but because of the 
expanding market and a still favorable freight rate structure’, the northern 

5 For an analysis of the effect of freight rate structure on coal production and mine 


location, see Glen L. Parker, The Coal Industry (Washington: American Council on Public 
Affairs, 1940), pp. 43-50. 
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operators were able to market increased quantities of coal until 1920. After 
that date, however, both of these favorable factors were lost to them. In addi- 
tion, they became involved in a series of costly strikes and lockouts with the 
United Mine Workers, mainly over the issue of whether wage rates should be 
reduced. Although the UMW was able to maintain the wage structure, one 
group of operators after another went non-union until 1927 when the entire 
collective bargaining system in the central competitive field collapsed. 

The consequences of these events were that production in the Southern Ap- 
palachian region increased as fast as that in the North fell off, until in 1927 the 
former area was producing as much as the latter. After the collapse of collective 
bargaining in that year, the northern operators succeeded in regaining a slight 
supremacy by drastic wage and price reductions, and since then they have been 
able to maintain their top position, either by further wage slashes, or since 1933, 
because of government stabilization of the industry.® 

The sharp gain of the Southern Appalachian field, particularly West Virginia, 
at the expense of the northern coal-producing states during the twenties accounts 
for the already observed fact that Negro coal miners were able to increase their 
share of employment between 1920 and 1930 despite the fact that the number 
of white workers decreased by nearly one-sixth. Of special interest is the fact 
that in West Virginia, the state in which all the employment gains of colored 
miners were made during this decade, the coal operators imported Negro labor 
primarily for strikebreaking and anti-union purposes. But in Kentucky, Ten- 
nessee, and Virginia, the coal operators found the white “mountaineers” and 
recent immigrants from southeastern Europe less likely to catch the union 
contagion, and consequently the number of white employees was increased at the 
expense of the Negroes in these three states.’ 


Ilr 


The decline in importance of Negroes in the coal industry since 1930 is attribut- 
able primarily to the displacement of men by machines. To understand this 
clearly, it is necessary to discuss briefly the racial-occupational pattern of the 
industry. 

The range of occupations in coal mining is comparatively narrow. Except 
for a few maintenance men, there are in the average coal mine no jobs which 
require more than a modicum of skill. Over 50 per cent of the personnel consist 
of hand coal loaders, and most of the other workers are machine operators of one 
sort or another. While the former are paid by the piece, and the latter by the 
day, there is seldom any great difference in the earnings of the two groups. 


6 For a more complete account of the North-South competition, see F. E. Berquist et al., 
Economic Survey of the Coal Industry under Free Competition and Code Regulation (Mimeo- 
graphed study of the National Recovery Administration, Work Materials No. 69), pp. 13-78. 
My discussion in sections II and III is especially indebted to the unpublished work of 
Dr. P. H. Norgren. 

7S. D. Spero and A. L. Harris, The Black Worker (New York: Columbia Univ. Press, 
1931), pp. 213-214, 217-225, 374-375. 
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Segregation either by occupation or by place of work, unlike most factory 
industries in the South, is conspicuous by its absence in the coal mines. In 
mines where the two races are employed, they invariably work side by side and 
at the same occupations. Negroes are used in all capacities, but their share 
of work varies from occupation to occupation. Thus in a sample study of some 
twenty southern West Virginia mines in 1932, it was found that only 2 per cent 
of the Negroes were undercutting-machine operators as against 6 per cent of 
the white. In all the “indirect labor’ jobs, except that of brakemen (one of the 
most dangerous jobs in a coal mine), and in all jobs carrying a supervisory 
function, the whites were more heavily represented than the Negroes. On the 
other hand, however, 77 per cent of the colored miners were found to be hand 
loaders, but only 60 per cent of the whites engaged in this occupation.’ The 
field work of the present writer, carried on in southern West Virginia and Ala- 
bama during the summers of 1940 and 1941, confirms the general tenor of 
these earlier findings.° 

Despite this uneven distribution of jobs between the two races, the fact 
remains that the outstanding characteristic of the southern coal industry from 
a racial-occupational standpoint, is the comparatively high degree of mixing 
of the races. Besides, since the earnings of piece and day workers are usually 
about equal, no wage differential based on race is present in the industry.!° 

On the other hand, the relatively heavy concentration of Negroes in hand 
loading jobs has made them especially vulnerable to technological displacement. 
Since the first World War, mechanical loaders of various types have been put on 
the market, which perform these operations, and in so doing, displace a substan- 
tial number of hand laborers. Before 1933, mechanization of loading opera- 
tions was confined almost without exception to the high wage North. Together 
with the competition of other fuels, and the introduction of more efficient 


8 J. T. Laing, The Negro Miner in West Virginia (unpublished Ph.D. thesis, Ohio State 
University, 1933), pp. 188-249. 

® Dr. Laing maintains that the relatively heavy concentration of Negroes in hand load- 
ing jobs is, to a large extent, a matter of choice. Negro miners, he claims, prefer piece 
work jobs because such work allows them a relatively high degree of freedom from super- 
vision and permits them to take an occasional day off if they so desire. A like conclusion 
was reached by the author of another study, which was based on a survey of some fifty 
mining communities in Kentucky and West Virginia, conducted at approximately the same 
time as Dr. Laing’s investigation. [Homer L. Morris, The Plight of the Coal Miner, (Phila- 
delphia: University of Pennsylvania Press, 1934), pp. 66-67.] 

It should also be emphasized, however, that hand loading requires the greatest amount 
of physical effort of any of the occupations in coal mining. When one considers that it is a 
general custom to assign such tasks to Negroes, it seems likely that other factors besides 
the desires of the colored workers are involved. E.g., it has long been customary to assign 
machine jobs to whites, and leave the hand loading for Negroes, and usually the preferences 
considered, have been those of the white workers, and not of the Negroes. (See below, 
pp. 324-26.) 

10 The fact that in the past the earnings of Negroes have been on the average below those 
of whites has been due to the concentration of Negroes in the low wage, non-union areas 
of the South. 
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methods of fuel utilization, it contributed to the already noted 15 per cent 
decline in employment in the industry... With the advent of collective bargain- 
ing and high wages after 1933, the introduction of loading machines went for- 
ward at a rapid rate in the South. It is to this fact that the sharp decline of 
Negro miners in the industry is mainly attributable. For Negroes not only 
suffered heavily by reason of being concentrated in the occupation which the 
machines eliminate, but they also failed to receive a proportionate share of 
,employment as machine operators. Since the causes of this last event are 
explicable only if one understands the Negro-union relationships in the industry, 
further discussion of the subject will be postponed until we have examined the 
racial policies of the United Mine Workers.” 


IV 


The United Mine Workers of America was founded in 1890 by a merger of the 
Progressive Miners’ Union with Knights of Labor District Assembly No. 135." 
From its beginning the UMW was organized on an industrial basis, taking into 
membership all those who worked “‘in and around the mines’’, regardless of race, 
color, creed, or nationality. To what was left of the Knights of Labor’s “take 
in anybody” philosophy was added the special feeling of unity among all mine 
workers engendered by the isolation of the mining towns. Usually cut off from 
direct communication with the outside world, these cummunities rarely de- 
veloped more than two classes: the “company,” with its manager, mine guards, 
and all-pervasive authority on the one hand, and the workers, whether machin- 
ists, coal loaders, or whatnot, on the other.“ The workers’ solidarity was also 
strengthened by the narrow wage differential between the highest and lowest 
paid. Race and nationality differences remained the primary disturbing ele- 
ment, and this, as we shall see, the UMW leaders strenuously combated. 

In the early years of its existence, the UMW was quite successful in organizing 
the miners of Illinois, Indiana, Ohio, and to a lesser extent, Pennsylvania—the 
central competitive field—and the small southwestern area, composed of Ar- 
kansas, Kansas, and Oklahoma. Attempting to forestall unionism, the coal 
companies of these areas frequently staffed their mines with ‘judicious mixtures” 
of native whites, recent immigrants, and Negroes. As early as 1880, and as late 


as 1927, southern Negroes, fresh from the cotton fields and totally ignorant of . 


industrial conflict, were imported as strikebreakers. Although this resulted 
in serious racial outbreaks on several occasions, the UMW officials did not at- 
tempt to fight the operators by drawing the color line. Had they done so, they 
would undoubtedly have encouraged the importation of more colored strike- 
breakers. Instead, they encouraged the Negroes to join the union and guaran- 


11 See above, pp. 313, 315-16. For an authoritative discussion of mechanization and 
its effects, see W. E. Hotchkiss, et al., Mechanization, Employment and Output per Man 
in Bituminous-Coal Mining, (Philadelphia: WPA, National Research Project, etc., 1939). 

12See below, pp. 324 et seq. 

13 Herbert Harris, American Labor (New Haven: Yale University Press, 1937), p. 113. 

14 Tbid., pp. 113-114. 
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teed them full privileges of membership. Racial friction and discrimination in 
the central competitive and southwestern fields did not vanish, to be sure. 
But the methods used by the UMW to combat the importation of Negro strike- 
breakers kept it at a minimum.® 

In the Southern Appalachian region, where Negro labor was used from the 
beginning of mining operations, the UMW found the going much rougher, as 
its experiences in Alabama and West Virginia illustrate.’*® 

Labor organization among Alabama coal miners dates as far back as 1883; 
and a decade later the United Mine Workers first entered the region.!7 Progress 
was at first slow, but by 1902, the union had entered into compacts with most 
of the operators in the region.'* Two years later, however, some of the larger 
producers denounced the agreement, and despite a series of strikes, the Alabama 
miners’ unions were completely destroyed by 1908.!* 

The next attempt at organization of Alabama came some ten years later. 
Aided by the Federal government’s World War I labor policy, which officially 
approved of collective bargaining, the UMW succeeded in organizing several 
thousand miners—again, as previously, mainly Negroes. Although the opera- 
tors refused to recognize the union, they did accept successive arbitration awards 
by Federal officials, and thus stoppages during the war were prevented. In the 
fall and winter of 1920-21, however, the UMW was defeated after a bitter strike, 
and coal unionism disappeared from Alabama till 1933.?° 

In both the 1908 and the 1920-21 strike, the employers and their supporters 
used the race issue with telling effect. In the former year, the tent colony in 
which the strikers lived after they had been evicted from the company-owned 
houses, was burned to the ground in order to prevent the “mobilization of 
Negroes in union camps.” In addition a committee of citizens threatened a 
race riot unless the president of the UMW ordered the miners to return to work. 
The UMW executive was informed that “no matter how meritorious the union 
cause, the people of Alabama would never tolerate the organization and striking 
of Negroes along with white men.” The union officials then proposed to trans- 
fer all of the Negroes out of the state and make the strike a “white man’s affair.” 
But the governor of Alabama stated that he “would not permit white men to 


15 Spero and Harris, op. cit., pp. 210-213, 355-357; and F. L. Ryan, The Rehabilitation 
of Oklahoma Coal Mining Communities (Norman, Okla.: University of Oklahoma Press, 
1935), pp. 39, 46-49, 64-68, 89, 98-99. 

16 A significant exception was in western Kentucky, where the UMW had agreements 
from 1898 to 1921. Since, however, this region is contiguous to Indiana and Illinois, it 
was practically a part of the central competitive field, although never actually so. 

17 Alabama News-Digest, January 25,1940. A special supplement to this issue of the 
paper of the Birmingham, Ala., CIO, contains a complete history of the UMW in Alabama. 
See also Spero and Harris, op. cit., p. 357. 

18 Alabama News-Digest, loc. cit. 

19 Jbid. Among the signatories to this agreement was the Sloss-Sheffield Company, 
whose president testified that he dealt with a grievance committee composed of ‘‘two white 
men and a colored brother. He [the Negro] is not expected to say much, but he is on the 
committee.’”—U. S. Congress, Report of the Industrial Commission (1901), XIII, 508. 

20 Alabama News-Digest, loc. cit.; Spero and Harris, op. cit., pp. 358-362. 
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live in camps under the jurisdiction” of the UMW. The apparent hopelessness 
of the struggle, plus the fact that there had occurred no little violence and blood- 
shed, undoubtedly induced the miners’ president to terminate the strike.” 

In the 1920-21 struggle, the race issue was given no less prominence. Over 
76 per cent of the strikers were Negroes. To this the operators declared the 
success of the strike to be due, because “southern Negroes . . . are easily misled, 
especially when given a prominent and official place in an organization in which 
both races are members.” A citizens committee stressed the fact that northern 
Negro and white organizers spoke from the same platform. And the strike was 
featured by violence as primitive and brutal as in any of the earlier coal mining 
tragedies of the North and West, with Negroes being especially singled out for 
savage treatment.” 

While there is every likelihood that racial friction would not have been absent 
in an atmosphere so tense as that of an Alabama coal strike, it is clear that the 
coal operators and their allies were responsible for bringing the question of color 
to the forefront and making it a central issue of the industrial conflicts of both 
1908 and 1920-21. The attempts of the UMW to organize the coal fields of 
West Virginia further demonstrate the difficulties encountered by unions which 
attempt to build effective organizations where the labor force is represented by 
large numbers of both races. 

The UMW first entered West Virginia a few months after it was founded in 
1890, but its efforts were for the most part unsuccessful until the period during 
and immediately following the first World War. Then the heads of the miners’ 
union realized that the very existence of their organization was threatened by 
the low wage and price schedules of the non-union southern fields.“ After a 
strenuous campaign, the UMW secured contracts with about 80 per cent of the 
producers in northern West Virginia, and with the operators in the southern 
counties of Fayette, Kanawha, and Raleigh, but failed to secure even a foothold 
in Logan, Mingo, Mercer, and MacDowell, the counties along the southeastern 
rim of the state. Within a few years after the War, the UMW was driven en- 
tirely from southern West Virginia, and from most of the northern part of the 
state as well.™ 

Likewise, the miners’ union obtained a precarious footing in eastern Kentucky 
during the War, but was driven out soon thereafter. 

The failure of the miners’ union to organize the workers in the southernmost 
counties of West Virginia is not difficult to understand. The operators in this 
section of the state employed practically every device known to anti-unionists, 


21 Spero and Harris, op. cit., p. 358; Alabama News Digest, loc. cit. 

22Spero and Harris, op. cit., pp. 360-362. 

23C. P. Anson, A History of the Labor Movement in West Virginia (unpublished Ph.D. 
thesis, University of North Carolina, 1940), pp. 98-100, 116-117. 

24 Ibid., pp. 122-123; Spero and Harris, op. cit., pp. 367-370. 

25 U. S. Senate, 76th Congress, First Session, Report of the Committee on Education and 
Labor: Violation of Free Speech and the Rights of Labor, No. 6, Part 2, ‘‘Private Police Sys- 
tems, Harlan County, Ky.’’ (1939), p. 1920. 
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including race-hatred propaganda, to defeat the union, which often also resorted 
to extreme measures.” 

In their attempts to organize the miners of West Virginia, as in Alabama, the 
leaders of the UMW adhered to the policy of organizing both white and colored 
workers into the same local bodies. Although the union was successful in bring- 
ing large numbers of both white and colored miners into the fold, the presence 
of a large number of workers of both races played into the hands of the operators. 
The white miners, themselves divided between native “mountaineers” and 
recent immigrants from southeastern Europe, were loathe to make common 
cause with the Negroes. The employers were quick to capitalize upon this 
situation by spreading rumors that should the United Mine Workers be success- 
ful, the black miners would lose their jobs. In addition, the West Virginia 
operators, as in past labor disputes, imported large numbers of Negro agricul- 
tural workers from neighboring states further South. The effect was both to 
supply a labor force with which strikes were defeated, and to add to the antago- 
nism between the races.?? 

The failure of the United Mine Workers to organize the Southern Appalachian 
fields put it on the defensive during the remainder of the ‘twenties. Unable 
either to compete with the low wage South or to induce the UMW to make wage 
concessions, company after company broke with the union in order to cut wages, 
until in 1927, after the wholesale shift of production from North to South, the 
entire collective bargaining machinery in the central competitive field collapsed. 
The next five years were featured by vicious price and wage slashes, and by 
internal dissension within the shattered UMW.”* 

The organizing opportunity afforded by the NRA was taken advantage of 
by the UMW as by no other union. When the law went into effect, organizers 
were already in the field. Within three months, 90 per cent of the nation’s coal 
miners had been enrolled by the UMW. The desperate conditions in which the 
miners found themselves as a result of the depression caused them to embrace 
unionism with such unanimity as to make opposition on the part of even the 
most bitter anti-union operator largely futile. Besides, after the experience of 
the preceding five years, many of the operators questioned the desirability of 
unrestricted wage and price competition in the industry.”® 

That is not to say that the majority of the southern coal mine owners wel- 
comed the UMW. Company unionism, some violence, and race prejudice were 
used in an endeavor to stem the tide. This time, however, even the last named 


26 See W. D. Lane, Civil War in West Virginia (New York: W. W. Huebsch, 1921); and 
A. F. Hinrichs, The United Mine Workers of America and the Non-union Coal Fields (New 
York: Columbia University Press, 1923). 

27 Spero and Harris, op. cit., pp. 368-379; Anson, op. cit., pp. 53-54, 65. 

28 For an account of the revolts and dual movements of the miners in this period, see 
Parker, The Coal Industry, pp. 77-81. Today the only survivor as a rival to the UMW is 
the Progressive Mine Workers (AF of L), which has contracts covering about 15,000 workers 
in Illinois. 

29 Waldo E. Fisher, “‘Bituminous Coal,” in H. A. Millis, et al., How Collective Bargaining 
Works (New York: Twentieth Century Fund, 1942), pp. 268-269. 
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failed. The terrible privations of the depression imbued both races with mutual 
understanding and tolerance. The arguments of the UMW organizers, both 
white and colored, that no union could succeed unless it had the support of 
both white and black miners, were heeded. When, in Alabama, the Ku Klux 
Klan was revived to fight the union, white miners joined it, won control of it, 
and destroyed its effectiveness.*° 

With the assistance of President Roosevelt and the NRA machinery, the UMW 
won an agreement covering the entire Appalachian area in September 1933. 
Bolstered by Federal regulation of competition in the industry, the UMW has 
steadily raised wages and extended its contro! until in 1941, it established a 
$7.00 basic wage rate for both North and South, and secured the union shop for 
almost the whole working force in the industry.*! 

The Alabama mining field has never been included in the Appalachian agree- 
ments because of unique local conditions.** At present the basic wage in Ala- 
bama is approximately $1.50 below that of the Appalachian agreement. 


¥ 


The revival of unionism in the bituminous coal industry, and the subsequent 
establishment of industry-wide collective bargaining has, then, meant a sub- 
stantial increase in the standard of living of the Negro, as well as of the white, 
miners in the South. But the consequences of organization to the thousands of 
colored miners in the South cannot be judged solely on the basis of immediate 
gain. What unionism has meant to them in other respects, and whether they 
stand to gain from it in the long run are equally important questions. Before 
an attempt is made to answer them, a brief review of the experience of the 
UMW in organizing Negroes in recent years is in order.* 

It must be re-emphasized at this point that the UMW has an enviable record 
of practicing, as well as preaching, racial equalitarianism in its organization 
ever since it began to function. It is true that there have been instances of 
discrimination against Negroes in particular locals, both in the North and in the 
South. But the officials of the national union have never, to the writer’s knowl- 
edge, condoned such action, and have not hesitated to chastise individual locals 
for failing to live up to the letter of the non-discrimination policy.** Moreover, 
the UMW has always conducted both its organizing campaigns and its day-to- 
day union affairs without prejudice to any race. 


30H. R. Cayton and G. 8. Mitchell, Black Workers and the New Unions, (Chapel Hill, 
N.C.: University of North Carolina Press, 1939), pp. 321-323, 358-361; Jonathan Daniels, 
A Southerner Discovers the South, (New York: Macmillan Co., 1938), pp. 281ff. 

31 Fisher, op. cit., pp. 270-275. 

32 The veins in which the coal is located in Alabama are generally thin, and the coal 
contains a high percentage of impurities. Both these factors increase the cost of recovery. 

33 The paragraphs devoted to the relationship of the UMW and the Negro miners in 
West Virginia and Alabama are based mainly upon the writer’s field work in the summers 
of 1940 and 1941. In addition the works of Cayton and Mitchell, op. cit., pp. 344-359 
and Dr. Norgren’s MS, op. cit., were of material assistance for the discussion pertaining to 
Alabama. 

34 See, e.g., Spero and Harris, op. cit., p. 375. 
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When the 1933 organizing campaign was initiated in the South, the UMW did 
not deviate from its equalitarian policities. The success of the campaign was 
indeed a tribute to the forthright manner in which its representatives faced the 
race issue and preached the necessity of interracial cooperation. 

But more important than the success of the organizing campaign has been the 
ability of the UMW district leaders in the South to devise a workable system 
whereby the two races could cooperate effectively and yet not antagonize the 
public by encroaching too sharply upon the customs of the communities. In 
West Virginia, where rigid separation is not the rule, and where race patterns 
are relatively fluid, the problem was not so serious;* but in Alabama a good deal 
of both tact and courage was required. 

For example, when the time came for the election of local officers, the Alabama 
district leaders advocated the selection of whites as presidents and Negroes as 
vice-presidents, and this procedure was followed in locals even where the Ne- 
groes were in a majority. This device was designed to facilitate good employer- 
employee relations, for the local president usually heads the “pit committee” 
which meets with representatives of management for the joint settlement of 
grievances arising from working conditions in the mines. It was felt that the 
employers should be accustomed to the novelty of joint grievance committees 
before being subject to the still more novel experience of having to deal with 
Negroes as equals. At the same time, the election of Negro vice-presidents 
and of other Negro officers provided the colored miners with representation in 
the policy-making decisions of the locals. 

The results of this policy of gradualism are already discernible. According 
to a number of informants of both races, Negro members of grievance commit- 
tees, who a few years ago would have risked physical violence had they raised 
their voices in joint union-management meetings, now argue their cases quite 
as freely as their fellow white members. Local meetings are no longer featured 
by such “formal’’ relationships between the races, as, according to Dr. G. S. 
Mitchell, was the case in 1934-35.%* White members no longer hesitate to call 
a Negro unionist ‘Brother’, or to shake hands with Negro delegates without 
displaying embarrassment. And now, Negro delegates contribute freely to 
discussions. 

In West Virginia, it was not found necessary to adhere to a policy of strict 
gradualism. Negroes are usually well represented among the local and district 
officers and in some cases have been elected local union presidents even though 
white miners are in the majority. In many mines where there are a large num- 
ber of foreign-born workmen, it is the custom to elect on a three-man pit com- 
mittee, one from this group, one native white, and one Negro. By such means, 
the UMW has been able to weld into a united front that conglomerate mixture 


35 Separation of the races is not nearly so rigid in West Virginia, as in states farther 
South. E.g., although education is conducted on a separate basis and intermarriage of 
the races is forbidden, West Virginia has none of the numerous “‘jim crow”’ laws which are 
on the statute books of Alabama. ‘ 

36 See Cayton and Mitchell, op. cit., pp. 344-348; and G. S. Mitchell, ‘“The Negro in 
Southern Trade Unionism,” Southern Economic Journal, II (September 1936), 30. 
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of races and nationalities which many coal operators once thought was an insur- 
mountable bar to unionism. 

The machinery for the settlement of grievances constitutes one of the major 
gains which unionism has brought to southern miners. Undoubtedly, Negroes 
have benefited more from it than whites. Colored miners are more heavily 
concentrated in the hand loading jobs, where payment is computed on a tonnage 
basis. Output on these jobs is frequently seriously interfered with by unusual 
mining conditions and other unavoidable circumstances. It was not until the 
advent of unionism and its grievance machinery that equitable adjustments were 
made in such instances. In addition, the power of mine foremen to discharge 
without cause or to assign to the poorer workplaces—treatment which these 
petty officials have been more inclined to inflict upon Negroes than upon whites— 
is now subject to joint union-management review, where the aggrieved can seek, 
and find, redress. The results of grievance machinery have been material, as 
well as psychological. 

By far the most difficult problem which confronts the equalitarian program 
of the United Mine Workers involves the disposal of employment problems inci- 
dent to the introduction of labor-saving machinery, nowadays principally load- 
ing machines. Coal loading machines were introduced into the mines on a large 
scale soon after the first World War, but before 1933 their use was largely con- 
fined to the high wage areas of the North. Since then, under the impetus of 
unionism and high wages, mechanical loading machinery has made very rapid 
strides in the Southern Appalachian region. In West Virginia, for example, 
less than one per cent of the total production was loaded by machines in 1933; 
by 1940, however, the proportion had jumped to 70.2 per cent. Likewise in 
the other Southern Appalachian states, less than one per cent of the total output 
was mechanically loaded in 1933; but, in 1940, the relevant figures were, for 
Alabama, 32 per cent; for Kentucky, 76.8 per cent; for Tennessee, 13.1 per cent; 
and for Virginia, 64.2 per cent.*” That the percentage of coal loaded by ma- 
chinery has continued to increase since 1940 is shown by the fact that in 1941 the 
number of mobile loaders sold to mine operators reached the highest figure ever 
recorded, and a majority of these were purchased for use in the Southern Appala- 
chian region.** 

It has been estimated by competent experts that 46 men working with mobile 
loaders can do the work of 100 hand loaders.*® Along with unemployment 


37 Data from Hotchkiss, op. cit., p. 210; and U. S. Dept. of the Interior, Bituminous 
Coal Division, Weekly Coal Report, July 11, 1942, Table VIII. The machines under dis- 
cussion here are primarily mobile loaders, which entirely eliminate hand loaders, but the 
figures also include ‘‘scrapers’’ and ‘‘duckbills,’’ the displacement rate of which is not so 
heavy. Conveyors and pit-car loaders are not included in these figures. These last two 
types do not eliminate loaders, but affect certain maintenance jobs and speed up operations. 
Practically all coal not loaded by machine is loaded by the conveyor method, which does 
not affect Negroes disproportionately. For a description of these machines, see Hotchkiss, 
op. cit., pp. 113-142. 

38 W. H. Young, et al., “Mechanical Mining,’’ reprinted from Coal Age, February 1942. 

89§. H. Slichter, Union Policies and Industrial Management, (Washington: The Brook- 
ings Institution, 1941), p. 271. 
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attributable to declining markets, this technological displacement has meant 
a real hardship to the miners. Moreover, there is no doubt but that Negroes 
have borne the brunt of the unemployment, for it is to the introduction of these 
loading machines that the already noted sharp drop in the proportion of Negroes 
in the industry since 1930 ‘s primarily ascribable.*° Indeed, this was to be ex- 
pected since Negroes are more heavily concentrated in the hand loading jobs 
than are whites. But more important is the fact that Negroes have not received 
a proportionate share of jobs as machine operators. There are several reasons 
for this. 

The introduction of machinery, or the substitution of a new technique for an 
old, has often meant in the South the displacement of Negro hand workers by 
white machine operators. Thus when undercutting machines and other me- 
chanical devices were installed in southern coal mines earlier in the century, 
whites were assigned in disproportionately large numbers to operate them, and 
most black workers remained hand loaders. This was the pattern before the 
advent of the UMW and collective bargaining. Hence, when loading machines 
were installed, the employers gave white workers preference as a matter of 
course. 

This, of course, is in direct conflict with the equalitarian policies of the UMW, 
but until recently, the district officials of the union have hesitated to take a firm 
stand on the question. For the very reason that machine jobs have been tradi- 
tionally ‘“‘white man’s work”’, the UMW officials, pursuing a policy of gradualism, 
did not attempt a quick break with the past. More important, it is at least 
questionable whether, before 1939, the heads of the UMW had given the question 
of technological unemployment the serious attention that it deserved. 

The UMW has not opposed the introduction of machinery; it has merely 
insisted that the benefits therefrom be shared with its members." But before 
1939 few of the district agreements in the South contained clauses providing 
that workers who had been displaced Uy machines should be re-hired, if possible, 
before newcomers could be employed.” Indeed, it was not until 1941 that such 
provision was written into the basic Appalachian agreements.“ But since 
the qualifications for machine loading jobs are not possessed by all hand loaders, 
strict seniority cannot be observed in the transfer from handwork to machine 
operation, and so the way is still open for discrimination unless the national and 
district officials of the UMW are vigilant and the employers cooperative. 

A further point should be brought out. Because the white workers had per- 
formed the bulk of the machine jobs before the introduction of mechanical 


40 See above, pp. 4-5, 9-11. 

41 Slichter, op. cit., pp. 271-272. 

42 E.g., the agreement between the Alabama coal operators and UMW, District 20, for 
1937-39 makes no mention of the subject of seniority. 

48 The 1941 Appalachian agreement reads in part: “Seniority affecting return to em- 
ployment of idle employees on a basis of length of service and qualification for the respective 
positions brought about by different mining methods or installation of mechanical equip- 
ment is recognized. Men displaced by new mining methods or installation of new mechani- 
cal equipment so long as they remain unemployed shall constitute a panel from which new 
employees shall be selected.”,—United Mine Workers Journal, July 15, 1941. 


4 
| 


326 HERBERT R. NORTHRUP 


loaders, they often have been in a better position to learn how to operate the 
mobile loading machines. This, of course, has counted in their favor, and 
against Negroes. 

In sum, then, because for various reasons, the UMW has not obtained equa 
treatment for Negroes in the allocation of job opportunities, white miners may 
be said to have benefited from unionism to a greater extent than Negroes, al- 
though the advantages to the latter in the form of increased wages, better work- 
ing conditions, and protection from arbitrary treatment on the job have been 
substantial. To what extent this will hold true in the future, depends upon 
the outcome of post-war adjustments. 


VI 


Because of the war boom, current demands for coal exceed those in any pre- 
vious period since the first World War. In addition, the draft and the migration 
of miners to more lucrative jobs have depleted the industry’s working force. 
Consequently, miners displaced by machinery at the present time have little 
difficulty in finding employment. 

When the war is over, however, the abnormally large demand for coal may 
be expected to subside and, as a result, employment in the industry will decline. 
Moreover, the employment problem is likely to be aggravated by mechaniza- 
tion, by the use of more efficient methods of fuel utilization, and by the competi- 
tion of substitute fuels, all of which adversely affected employment in the indus- 
try between the two World Wars. Especially are these three economic forces 
likely to threaten the stability of the industry if the UMW officials use their great 
bargaining power to gain ever higher wages and shorter hours, for such a policy 
will probably accelerate the substitution of machines for men and the introduc- 
tion of improved methods of fuel utilization, as well as worsen the competitive 
position of coal in relation to other fuels.“ 

If, as predicted, employment in the bituminous coal industry declines when 
peace returns, and if past experience is any guide, Negroes will suffer dispropor- 
tionately heavy losses in jobs. This is particularly likely to occur in instances 
where machines replace men. These post-war adjustments will put the equali- 
tarian policies of the UMW to their severest tests. If Negroes continue to bear 
the brunt of technological unemployment, the UMW will no longer be able to 
claim that it adheres to a policy of racial equalitarianism as steadfastly, if not 
more so, than any other American labor union. 


“4 Slichter, op. cit., pp. 362-363; Fisher, op. cit., pp. 276-277. 
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POPULATION INCREASE, MUNICIPAL OUTLAYS, AND DEBTS 


CHARLES T. TAYLOR 
Federal Reserve Bank of Atlanta 


Capital outlays by city governments have absorbed in the past an important 
part of savings in the United States. Cities of 30,000 or over, to say nothing of 
smaller cities, counties, and other units of local government, spent over a billion 
dollars annually on capital outlays during the twenties.' The outlays were 
largely financed by net increases in indebtedness which provided a substantial 
outlet for private savings. Particularly notable during this period were the 
expenditures for outlays by cities in the Southeast which ended the decade in 
1930 with larger per capita debts on an average than cities in other regions. 

Beginning soon after the depression of the early thirties, payments for outlays 
were sharply reduced and have never returned to their previous level.2, During 
the same period there has been a @ecline in the rate of borrowing. In contrast 
with 1930 when practically all cities reported larger per capita net debts than 
ten years previously, 52 out of 92 cities above 100,000 for which data are avail- 
able reported smaller per capita net debts in 1939 than in 1930. Comparisons 
between the periods are summarized by regions in Table 1. On the whole, the 
average per capita net debt decreased slightly between the two dates although 
there are exceptions by regions. Where increases occurred in certain regions, 
they were moderate in comparison with the increases in the previous decade. 

Early writers believed that rapid population increase was partly responsible 
for the increase of municipal debts. Bastable wrote that local borrowing was 
dependent upon “the existence of favoring conditions.” One of these condi- 
tions was the need arising from city life for “the creation of works involving 
capital outlay.” Adams stated that cities which grew rapidly required outlays 
for public improvements. Growth in need outran ability to pay. Borrowing 
was therefore necessary.5 


1U.8S. Department of Commerce, Financial Statistics of Cities: 1930, Washington (1932), 
p. 56. Outlays are the costs of land and other properties and public improvements more 
or less permanent in character which are owned and used by cities in the exercise of their 
city functions. 

2 Total cost of capital outlays in cities of 100,000 or over for both general government and 
public service enterprises was $525 million in 1938 compared to $942 million in 1930. Data 
for cities below 100,000 are not available since 1931. bid. for 1930 and 1938. 

3 There has been a change in the method of reporting city debts between 1930 and 1939. 
In 1930 the Census Bureau did not separate debts incurred for public service enterprises 
from those for general governmental purposes. In order to make the figures for the two 
dates comparable, per capita net debts for both general government and public service 
enterprises have been added together. Data for 1939 are from mimeographed press 
releases. 

4C. F. Bastable, Public Finance, London (1893), p. 714. 

5H. C. Adams, Public Debts, New York (1887), pp. 344-353. 
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More recent students, basing their conclusions upon experience from 1920 to 
1930, concluded that there was little connection between city growth and increase 
in debt. Their use of statistics in arriving at this conclusion can, however, be 
questioned.® 

Cities, of course, incur debts for other purposes than to pay for capital outlays. 
These other purposes are in no way connected with population increase. The 
debts may be incurred to meet operating deficits or to meet extraordinary 
expenditures such as unemployment relief. In this respect, those critics who 
doubt the connection between population growth and increase in debt are cor- 


TABLE 1 
ARITHMETIC MEANS OF PER Capita Net Dests By REGIONS 
1930 1939 

Cities 500,000 and over in 1930 

Cities 300,000-500,000 in 1930 

Cities 100,000-300,000 in 1930 


rect. Yet, over a period of time, outlays have been primarily responsible for 
the growth in municipal debt of cities as a whole.” Many individual cities are 
exceptions to the general conclusions. 


6 A.M. Hillhouse, Municipal Bonds, New York (1937), pp. 247-248; Evans Clark, The 
Internal Debts of the United States, New York (1933), pp. 260-261. Hillhouse reaches his 
conclusion by comparing the per cent increases in population for total rural and urban 
population by states with per cent increase in net municipal debts by states. Clark based 
his conclusions upon comparison of combined state and local debts with state population 
increases. Neither of these methods reveals the effect of population increase of cities alone. 

7 During the 1920’s payments for operating expenses and interest were from 75 to 80 per 
cent of total revenues for all cities above 30,000. It is only when payments for outlays 
are added that total expenditures exceed total revenues from sources other than borrowing. 
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The general slowing down of population increase in the United States has 
centered interest upon the problems which may be created in respect to the effect 
upon the outlet for savings through opportunities for capital investment. The 
slowing down of population growth was greater in cities than in the nation as a 
whole from 1930 to 1940. A reconsideration of the effect of population growth 
upon city outlays and debts is justified if it can aid in consideration of the larger 
problem. Data on city governments are well adapted to testing conclusions 
empirically since they exist for many units and over a considerable period of time. 


II 


For purposes of discussion, capital outlays by city governments may be 
divided into two general classes: those for the replacement of capital assets worn 
out and those representing net additions. The latter class may be further 
divided into those made to maintain an existing level of governmental service 
and those provided to raise the level of governmental service. For the present, 
the second class of additions to the capital structure is ignored. 

Given an existing level of governmental service to be maintained and a con- 
stant population, a city’s capital outlays would be confined to replacements. 
Although outlays might be financed by incurring debt, over a period of years, 
debt retirements would equal the average of yearly replacements, provided of 
course, the proper steps were taken to retire the debt as new debts were incurred. 

A rapid increase in the population of a city requires not only replacements but 
additions to the city’s capital equipment, in order to maintain an existing level 
of governmental service. Since it is difficult to adjust the tax structure imme- 
diately in order to meet the new needs created by population increase, the net 
additions might be met by borrowing. In this respect, the increase in municipal 
debts could be called a function of population increase. The less the ability to 
pay through the tax structure, the greater will be the pressure to borrow. The 
alternative in a rapidly growing city which could not adjust the tax structure 
immediately would be to reduce the level of governmental services. If it is pos- 
sible to borrow and postpone the pain of paying taxes, it is unlikely that a city 
will reduce its standard of living. 

A cessation of population growth leaves the city provided with sufficient 
capital improvements to meet existing needs. Outlays may be confined to 
replacements. In addition, even though the city may continue to grow but at a 
declining rate, if the period immediately preceding has been one of rapid growth 
the amount of replacements may be smaller than if the population had been 
stable over the two periods. If there has been a period of rapid growth in the 
past, new capital assets of a relatively long life have been provided within a 
short time and these need not be replaced immediately. Since debts incurred 
for outlays in the past must be redeemed, it may be necessary to borrow to finance 
replacements, but the total debts need not rise. Debts may not decline unless 


(Financial Statistics of Cities, 1930, pp. 30-31.) Comparable data for cities below 160,000 
are not available for the 1930’s. However, for cities above 100,000 the same situation was 
true. (Financial Statistics of Cities, 1938, pp. 1, 32, 98.) 


|_| 
4 
a 
; 


330 CHARLES T. TAYLOR 


a program of debt retirement is undertaken, but there is a greater opportunity 
for doing so. The same amount spent upon outlays which were paid for cur- 
rently may be sufficient to pay for replacements and some debt retirement. 

Additions to capital assets are not, however, made exclusively in order te 
maintain a given level of governmental service. The expansions of govern- 
mental service was noteworthy during the twenties? Any sudden raising of 
the level of service may cause a resort to borrowing in order to pay for outlays. 
A rapid population increase occurring at the same time that an expansion of 
governmental service is taking place may be expected to reinforce any tendency 
toward borrowing. 


It is possible to measure statistically the adequacy of the theory that has been 
developed. To test the hypothesis an analysis has been made of the experience 
of cities of 30,000 to 300,000 for the period 1920 to 1930. Analysis has been 
confined to cities below 300,000 since data for cities above 300,000 are not 
comparable with those below. Correlation coefficients have been computed to 
show the relationship between the rate of population increase and per capita 
outlays, the per cent of outlays financed by borrowing, and per capita debts in 
1930. The computation of such coefficients required the creation of some sort 
of measure of per capita outlays for each city. Per capita figures for outlays 
are not computed for the Financial Statistics of Cities since the Bureau of the 
Census believes that since outlays are of a nonrecurring nature, a yearly per 
capita figure for each city would be misleading. In order to meet this criticism, 
a per capita figure for a five year period has been computed by dividing the cost 
of outlays from 1926 through 1930 by the 1930 population. No data were avail- 
able for individual cities which showed the per cent of outlays financed by bor- 
rowing. ‘To supply such data, a figure was computed for each city for the period 
1926—through 1930 by dividing the total increase in net debt for the period by 
the total outlays. In practice, of course cities often borrowed to pay for particu- 
lar outlays while retiring other debts. What is measured is the net effect.® 

The results of the computations are shown in Table 2. In all cases there is a 
positive correlation with the rate of population increase. Since in all cases the 
coefficient is more than three times the standard error, they may be considered 
significant. Cities which grew more rapidly from 1920 to 1930 spent more per 
capita on outlays from 1926 through 1930, borrowed more of the cost, and ended 
the period with higher per capita debts than cities which grew less rapidly. A 
better understanding of the relative importance of population increase to other 
factors in influence may be found by converting the coefficients of correlation into 
coefficients of determination. Measured by such coefficients, the rate of popu- 


8 See C. H. Wooddy, ‘‘The Growth of Municipal Activities,’’ Public Management, xv 
(1933), 19-23; L. D. Upson, ‘‘Research and Increased Functions of City Government,” 
American City, xvii (1932), 407-410. 

® Data for this section, unless otherwise indicated, are based upon computations of data 
from U. S. Department of Commerce, Financial Statistics of Cities, for 1926 through 1930. 


POPULATION INCREASE, MUNICIPAL OUTLAYS, DEBTS 331 


lation increase explained 31.3 per cent of the variation in outlays, 11.6 per cent 
of the variation in the per cent financed by borrowing, and 7.1 per cent of the 
variation in per capita net debts in 1930. In the Southeast (not shown in the 
table), variations in the rate of population increase explained 38 per cent of the 
variation in debts. 

The influence of population increase may be shown in a different manner. 
Satellite cities grew more rapidly from 1920 to 1930 than central and independent 
cities..° In Table 3, data are classified according to the three types of cities. 
In satellite cities, which grew at a higher rate, there were greater per capita 
outlays, more of the outlays were financed by borrowing, and there were higher 
per capita net debts. 

The size of the city, as measured by correlation coefficients, did not exert a 
similar effect. There was a correlation of +.14 +.07 between the size of the 


TABLE 2 
CoRRELATION COEFFICIENTS BETWEEN PER CENT OF PoPpuULATION INCREASE 1920-30 AND 
Various Facrors—Cit1ss, 30,000-300,000, 1930 


Per cent of outlays financed by borrowing....................0e-ee000: +.3415 + .0590 

TABLE 3 


AriTHMETIC Means oF Factors CoNcERNED WITH PER Capita Net Destrs—CITIEs 
30,000-300,000, 1930, sy or City 


CENTRAL | SATELLITE INDEPENDENT 
Rate of population increase, 1920-30.............. 29.4% 46 .4%* 31.7% 
Per cent of outlays borrowed, 1926-30............. 32.5% 33.5% 22.7% 
Per capita outlays, 1926-30... $84.25 $98.56 $74.65 


* Excluding Dearborn. Michigan, with a population increase of 1938 per cent. 


city and per capita outlays, and a correlation of +.13 +.07 between the size of 
the city and the per cent of outlays financed by borrowing. There was acorre- 
lation of +.17 +.06 between the size of the city and the per capita net debt. 
None of the correlations is significant. 


Iv 


In contrast with the period from 1920 to 1930, when cities generally increased 
in population, the period from 1930 to 1940 was one of comparatively stable 
population for the majority of cities. The population of 68 out of 92 cities 
above 100,000 increased ten per cent or more from 1920 to 1930 while only four 
decreased in size. From 1930 to 1940 only 17 out of the 92 cities increased ten 
per cent or more while 28 decreased in size. Only one city increased as much as 


10 As defined in the U. 8. Bureau of the Census, Fifteenth Census, Metropolitan Regions. 
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50 per cent from 1930 to 1940 while 16 increased 50 per cent or more from 1920 
to 1930 and six of them increased 100 per cent or more. Seventy-five of the 92 
cities remained comparatively stable in population from 1930 to 1940 since they 
either increased or decreased less than ten per cent Not only were the popula- 
tion increases greater from 1920 to 1930, but there were wider variations between 
rates of increase than from 1930 to 1940. 

The slowing down of population increase has been paralleled by a decrease 
in outlays and a contraction in per capita net debts for the majority of cities of 
over 100,000. Since data for cities below 100,000 have not been collected since 
1931, it is impossible to state what has occurred in those cities. How wide- 
spread has been the decrease in per capita net debts from 1930 to 1939 is indi- 


TABLE 4 
Per Cent CHANGE IN Per Capita Net Desrs—1930-1939 


NUMBER OF CITIES 
500,000 and over 300,000-500,000 100,000-300,000 Total 

Per cent increase: 

30-39 — 1 2 3 

3 1 4 8 

Terre 3 2 5 10 

Less than 10........... = 3 7 10 
Total increasing.......... 6 7 27 40 
Per cent decrease: 

Less than 10........... 4 3 5 12 

1 2 10 13 

ere 1 1 13 15 

1 5 6 

1 _ 3 4 

50 and over............ 2 2 
Total decreasing......... 7 7 38 52 


cated in Table 4. In 1939, 52 out of the 92 cities above 100,000 had smaller 
per capita net debts than in 1930. More cities had smaller per capita debts 
than increased their debts in each group of cities except one where the propor- 
tion was evenly divided. The fact that a number of cities had substantial 
increases in debt accounts for the relatively small change in the averages which 
were shown in Table 1." 


Judging by the experience of cities of over 100,000, the decline in outlays has 


11 Data for 1939 include debts for public service enterprises as well as for general govern- 
ment in order to make them comparable with those for 1930. Data for this section, unless 
otherwise indicated, are based upon computations of data from U. S. Departmnt of Com- 
merce, Financial Statistics of Cities for 1935 through 1939. 
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not been as great as the decline in the tendency to borrow to pay for outlays. 
Outlays for general government and public service enterprises amounted to $616 
million in 1939 while there was an increase in the total net debt of $8,859 thou- 
sand. Outlays by the same group of cities were $942 million in 1930 with an 
increase in net indebtedness of $412 million. In other words, 43.6 per cent of 
the outlays were financed by borrowing in 1930 while only 1.4 per cent were 
so financed in 1939. The amount of outlays paid for currently in 1939 was, in 
fact, larger than in 1930.” 

The decline in the rate of borrowing to finance outlays may be explained by 
many factors of which the decline in population increase is only one. One reason 
may be the increase in grants by central governments. Grants in 1930 were 


TABLE 5 
ARITHMETIC Means or Factors CoNCERNED WITH BoRROWING— 
100,000-300,000, 1939 


1930-40 LAYS 1935-1939" BORROWEDt DEBT 1939} 
United States............ 1.4 $11.12 20.2 $100.13 
-0.1 9.63 29.3 117.31 
pee 3.6 14.91 1.7 48.05 


* Computed by adding total outlays for each city for the five years, 1935 through 1939, 
dividing the population of 1940 into the total, and dividing the result by five. The outlays 
include those for general government and public service enterprises. Outlays for public 
service enterprises have been separately reported in 1936 and a further change was made 
later. In order to include a five year period and to make data comparable, outlays for 
both classes have been included. 

+ Cities which retired debts as well as paid for outlays currently are classified with those 
which only paid for outlays currently. There is thus a discrepancy between the average 
for the United States and the figure for the total. 

t Includes debt for both general government and public service enterprises. 


five per cent of the total revenue in cities of 100,000 or over compared with 
16.8 per cent in 1939. Much of the increase in grants has been in grants by 
State governments which are primarily allocated to operation and maintenance. 
P. W. A. grants in 1939, however, amounted to $85 million, which, when deducted 
from the amount paid for currently in 1939, reduce the amount which was raised 
locally in 1939 to approximately the same amount as in 1930. The increased 
adoption of a pay-as-you-go policy may also represent a reaction to the over- 
expansion of debts in the twenties. 

Whatever may be the other reasons for the decline in borrowing, the decline 


12 The estimates are based upon changes in total indebtedness of all cities and not 
whether any particular outlays in any particular cities were financed by borrowing. 
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in population increase had made it easier to inaugurate a pay-as-you-go policy. 
With no additional need for capital outlays created by increase in population, 
cities may confine their expenditures for outlays to replacing existing ones which 
have worn out. The stimulation afforded by Federal loans and grants may have 
only partially replaced the stimulation previously afforded. 

Compared with the period 1920 to 1930 there were not such wide variations 
between cities in their rates of population increase from 1930 to 1940. The fac- 
tor of population increase was not present in many cases. The latest available 
data showing outlays and per capita debts are for 1939. Coefficients of correla- 
tion have not been computed since plotting of the data revealed no possible 
relationship between the low rates of population change and the various factors. 
The data, however, have been classified by regions to indicate any possible 
relationships. They are given in Table 5. 

The fact that there is no relationship between population change from 1930 
to 1940 and outlays is not contrary to the theory that outlays and debts are 
influenced by population change. Since there was such a slowing down of 
population increase from 1930 to 1940, no correlation between the small rates 
of increase and outlays would be expected. The coefficients from 1920 to 1930 
indicated that population increase could explain only a part of the variations in 
outlays and borrowing practice. During that period the average rate of popula- 
tion increase for cities of 100,000 to 300,000 was 26.5 per cent compared with 
1.4 per cent from 1930 to 1940. Population change from 1930 to 1940 was so 
small in most cities that it failed to exert any influence. 


v 


There is evidence to indicate that during a period of general investment in 
capital outlays, differences in rates of population increase explain some of the 
differences in municipal outlays, borrowing habits, and debts. In general, those 
cities with higher rates of population increase spent more for outlays and incurred 
greater debts than cities with smaller rates of population increase. 

Although complicated by the influence of general economic conditions and 
governmental policy, it is possible that the trend toward a decline in population 
increase may have been a contributing factor in the decline of municipal outlays 
and debts. Assuming the existing attitude toward the functions of government, 
it is possible that unless a revival of business activity is accompanied by general 
population increases, it may not result in a great increase in municipal capital 
outlays. 

Retirement of municipal debt has been one of the deflationary factors operat- 
ing during the thirties. If cities continue to grow slowly, a large outlet for the 
investment of private savings may be closed. It is possible that new fields of 
activity which will require outlays by cities will be opened. The war program 
will undoubtedly make it necessary for cities to postpone many outlays until 
after the war. These additional factors may take the place of the stimulus of 
population increase. Despite such qualifications and others that may develop, 
they will not be reinforced by population increase unless the rapid growth of 
cities is resumed. 
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THE CHOICE OF CAPITALIZATION RATIOS IN PRACTICE 


ERIC W. LAWSON 
Davidson College 


Problems of value and valuation have created one of the most fertile fields 
for discussion to be found in the realms of economics and business. Despite the 
fact that the determination of value is the core thought of economics and busi- 
ness, there is probably no one topic about which there is less unanimity of 
opinion. Students of economic theory and business problems need no reminder 
of this fact; others need only to look at the table of contents of Bonbright’s 
monumental treatise, The Valuation of Property, to be convinced. 

This paper treats of the problem of valuing a production unit, a bundle of 
production factors organized as a business concern. As indicated by the title, 
the paper discusses one specific method of arriving at the desired valuation, i.e., 
capitalization of earnings. No attempt will be made here to discuss the relative 
merits of this procedure as opposed to some other, for such discussion the reader 
is referred to Bonbright’s work already cited.2 However, as Bonbright points 
out, the most unsettled question in the field relates to the proper rate applicable 
to the anticipated earnings in arriving at the proper valuation. The rates used 
by the Securities and Exchange Commission in their advisory opinions issued 
pursuant to the discharge of their duties under the Chandler Act* will serve as 
the core of the paper; rates applied in other instances will also be observed. 


I 


Under the Chandler Act, provision is made for the submission of proposed 
reorganization plans for bankrupt corporations to the courts, which plans are 
reviewed by the Securities and Exchange Commission with a view to determining 
their “fairness and soundness and revealing any weaknesses or inequities.’”* On 
the basis of an actual monetary figure representing present value, the Commis- 
sion has advised that a plan is or is not fair or feasible. On the basis of this 
value and in line with the doctrine of the Boyd Case’ the Commission has ruled 
that certain groups of security holders might participate in the newly formed 
corporation and other groups might not. In the first two advisory reports re- 
leased® the Commission was dealing with situations in which the capitalization of 
earnings could not be applied. In the third opinion, released June 16, 1939,’ the 


1Bonbright, James C., The Valuation of Property, McGraw-Hill, New York, 1937, 
Vols. I and II. 

2 Ibid., 262ff. 

3 Corporate Reorganization Release No. 2, p. 2, Securities and Exchange Commission, 
Washington. 

4 Corporate Reorganzation Release No. 2,p. 2. 

5 Northern Pacific R. R. v. Boyd, 228 U. 8. 482 (1913), 33 Sup. Ct. 554. 

6 Corporate Reorganization Release Nos. 8 and 9. 

7 Corporate Reorganization Release No. 13, p. 5. 
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Commission laid the basis for its future policy in valuation by stating: ‘The 
view generally taken both by modern writers in the field of finance and by courts 
is that, for purposes of reorganization, reasonably prospective earnings of the 
enterprise constitute the true measure of its value.” 

We can conclude, then, that the method by which the Commission arrives 
at its figure for “present value” is all-important. For example, in the case 
In the Matter of Flour Mills of America, Inc.* the Commission denied holders of 
preferred stock any participation in the reorganized company. This denial was 
made because such participation would indicate a value requiring an 8 per cent 
capitalization rate. ‘The Commission took the position that 12 per cent should 
be used. It is significant that the federal court in this case ruled that there was 
a residue of value for the preferred stockholders. The point should be poign- 
antly clear that principles of valuation are not mere academic problems—cer- 
tainly not to the holders of the 25,000 shares of preferred stock in this case. The 
point cannot be made too emphatically. 

If the capitalization of future earnings is to determine the fate of a host of 
security holders, the principles of arriving at the rate of capitalization must be 
sound. Bonbright, writing in 1937, had the following to say of capitaliza- 
tion rates: 


In consequence, [of scant scientific study and attention] the legally accepted rates of 
capitalization have been adopted by an admixture of tradition (such as that in favor of 
a 6 per cent rate or a 10 per cent rate) and guesswork.® 


Students of finance and of evaluation will be much interested in observing the 
extent to which the Commission eliminates elements of “tradition and guess- 
work” from its application of capitalization ratios. 

The cases which are to be reviewed are those in which the Commission has 
applied a capitalization ratio.!° In the eleven relevant cases the following is 
the record of capitalization ratios used: 


Ratio Number of Cases 
8 1 
8.7 1 
9.8 1 
10 5 
12 2 
15 1 


8 Corporate Reorganization Release No. 22, p. 22. Also Release No. 30, p. 1. 

® Bonbright, J. C., op. cit., p. 266. 

10 This is not primarily a study of Commission procedure; however, the practice of the 
Commission serves as a new point of departure for investigating current practice relative 
to the use of ratios. The significance of the ratio applied in a particular instance may be 
seen by observing a hypothetical example. If estimated future profits of a corporation 
are $100,000, their capitalization on a 10 per cent basis would produce a value of $1,000,000. 
The use of a 9 per cent figure would produce a value of $1,111,111; the use of an 8 per cent 
figure, a value of $1,250,000. A change of $11,111 in estimated earnings would be necessary 
to produce the first change in value noted and a change of $12,500 would be necessary for 
the second. 
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It might be thought that similar conditions surrounded the five companies in 
which the 10 per cent ratio was used. Likewise, the conditions surrounding 
the case in which the ratio of 8 was used might be thought to differ substantially 
from those around the case in which the ratio of 15 was used. The following 
table and synopses of the Advisory Reports released by the Commission on these 
cases whould be read, then, with a view to determining the significant differences 
in the record and prospects of the different corporations involved. 

Table I presents selected earnings figures for the cases under review. These 
figures are to be used in connection with the brief discussion of each case which 
follows. 

The first case involving the problem of a capitalization figure was In the 
Matter of the Griess-Pfleger Tanning Company." The Commission decided upon 
a figure of $150,000 for future average earnings; to this figure it applied a ratio 
of 10. The “riskful nature”’ of the business, requiring such a ratio, was described 
as follows: 


It is well recognized in the tanning industry, and was so testified at the hearing, that 
the results of operation are largely dependent upon the movement of hide prices. The 
record of hide prices shows that they are subject to considerable fluctuation. Largely 
as a result of this, not only the debtor but other companies in this line of business have 
shown large differences in results of operations from year to year. 


The 10 per cent figure was used again in the case, In the Matter of La France 
Industries.* This manufacturer of upholstery fabrics for sale to furniture 
makers, and its subsidiary, the Pendleton Company, was deemed by the Com- 
mission to have reasonable prospects of earning $110,000 in the future. The 
rate adopted was judged to be fair in light of the “apparent risks” involved in 
the company’s operations. 

In a case concerning a toll bridge, In the Matter of San Francisco Bay Toll 
Bridge Company,“ the Commission relied upon a “Report of California Toll 
Bridge Authority” to the State Legislature for the 


. . opinion that a reasonable rate of return to be employed in determining the value of 
the prospective earnings of the Debtor is between 8% and 10%; and the only evidence 
in the record of the valuation hearings supports this conclusion. 


The Commission concluded that a rate of 8 per cent should be applied to esti- 
mated future earnings, before depreciation, of $180,000. The use of a figure 
before depreciation is to be questioned, although the fact that the bridge is to 
be turned over to the State of California in 1977 had some bearing on the point. 

There is a fairly full discussion of an applicable rate of return in the case 


11 Corporate Reorganization Release No. 13. 
12 Ibid., p. 8. 

13 Corporate Reorganization Release No. 16. 
14 Corporate Reorganization Release No. 21. 
15 Jbid., 8S. E. C. Exhibit No. 7. 


| 


pus [Boo] pus uoTyo[dep » 
BULLINIGI UCU IOJ u 
JOUIUI Maj B JO 
*SUI0}I uoU poysn{[pe sy y 
*sUI0}I uou poysn[pe sy 
‘uolje[dep pus y 
10938 ‘esuedxe pu¥ JUNODSIP JO SUOTJONPep » 
‘AIVIPISQNS UVIPVUBD WOIJ SPUSPIAIP jou pus pus puog a10Joq sy p 
‘AIVIPISQNS UBIPVUBH WOIJ SpUePIAIP pus puog » 


*spuoq uMo jo osvyoind uo yyoid sexe} 
OY} UI SUOT}R}IO OY} 998 SIOquINU “O 94} Jo ArOSIApy 94} 

4 ZIT (9) (OF) (09) (26) (OFT) (281) OFZ 
61Z‘T |(28T) 188 |(622) |(098) |(892) | | pus 
62 9¢ 96 ital (921) 88% 162 | ZI8'S OL 
0g 8¢ SOT 981 (12Z1) $12 | see's 
68 882 19L gee yooy deag 
(9)  |(¢2z)  |(¢99) $08 SIF ogg o UY 


(sso, ) jo uy) 
AALVOIGN] UOd LOY UMTIANVHD AHL SHOLEAG NAATIQ WOd SAMNADIY SONINUVY LAN IVANNY 
I 


CHOICE IN CAPITALIZATION RATIOS 339 


referred to on page 336, In the Matter of Flour Mills of America, Inc.* The 
Commission there expressed itself as follows: 


The testimony at the hearing was to the effect that a rate much higher than 8% would 
be required to attract new capital to this enterprise. The past earnings record is an 
unfavorable one and the Debtor’s future earning power is uncertain. . . .It is our opinion, 
having in mind the Debtor’s earnings record and the uncertainties surrounding any 
estimate of substantial future earnings, that any rate lower than 12% would not be 
proper in capitalizing prospective net earnings before income ate for purposes of deter- 
mining the value of this Debtor. 


The Commission referred to the standard work on corporation finance by A. S. 
Dewing to show that even the 12 per cent rate might be judged too low.” 

The company under consideration in this case was a manufacturer of flour and 
a dealer in wheat and flour. The Commission took two years, 1937 and 1939, 
as a basis for making future estimates. Adjustments for anticipated economies 
resulted in a showing of a loss of $77,500 and a gain of $99,500 respectively in 
these years. Since the Commission limited itself to proving that the Trustee’s 
estimate of $250,000 for future earnings was erroneous it did not make any 
estimate of its own. 

The Commission returned to the use of the 10 per cent ratio in the next case 
considered, In the Matter of Deep Rock Oil Company.'* The testimony in the 
case developed the idea that earnings of a petroleum producer, refiner and mar- 
keter, such as the Debtor, should be capitalized at 8 to 15 times earnings. 
The Commission chose 10 per cent as the proper figure. The Commission used 
the average, adjusted earnings for the 1935-1937 period to demonstrate that 
the Debtor was insolvent.'® 

In the case, In the Matter of Porto-Rican American Tobacco Co.,”° the point at 
issue was the determination of the value of Congress Cigar Company, a sub- 
sidiary of the Debtor, in order to determine the fairness of selling it as a unit to 
an independent bidder. Congress marketed the popular brand of cigar, “La 
Palina’”’, as well as other less well known brands. In 1936 the retail price was 
reduced from ten to five cents in order to meet competition and to stimulate 
declining sales. With possible economies in mind, the Commission decided 
that a reasonable estimate of earnings was $190,000, with a maximum of $300,000. 


16 Corporate Reorganization Release No. 21, p. 12. 

17 Tbid., p. 19, footnote 56. Cf. Dewing, A. 8., Financial Policy of Corporations, Ronald 
Press, New York, 1934, 3rd edition, p.175. As a basis for an investor’s judgment of value, 
industrial corporations are divided into four classes according to risk, in Dewing’s opinion, 
as follows: 


18 Corporate Reorganization Release No. 23. 
19 Tbid., p. 16. 
20 Corporate Reorganization Release No. 27. 
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A rate of 10 per cent was applied, which rate was thought to allow for the “highly - 
competitive nature of the cigar industry” and its general outlook.” 

An unusually full statement concerning the elements to be considered in choos- 
ing a capitalization rate is contained in the report on the case, In the Matter of 
Minnesota and Ontario Paper Company.” 


The only testimony in the record with respect to an appropriate rate at which the earn- 
ings from the paper properties should be capitalized indicates that a rate of ‘perhaps ten 
or nine per cent, or possibly eight per cent’ (December Rec., pp. 89, 93, 94) should be 
applied to earnings before income taxes. 

The rate at which the earnings are to be capitalized must be predicated upon the risks 
inherent in the business and the degree of uncertainty that attaches to the continuation 
of the earnings. An estimate of the prospective earnings of a business enterprise, even 
though based on reasonable and appropriate premises, is subject to risk and uncertainty 
of realization. If the company has a long established record of profitable operations 
and if no materially adverse change in conditions is foreseeable, the degree of risk and 
uncertainty is reduced. Likewise, if the company has an established position in an in- 
dustry in which cyclical fluctuations have not been severe or which gives evidence of 
marked future growth, the degree of uncertainty is minimized. These characteristics 
are not exhibited by Kenora Paper Mills, Ltd., and the Keewatin Power Company 
Ltd. These companies cannot point to a record of stable and proven earning power. 
Furthermore, the industry has suffered severely in the past and, following 1930, perhaps 
as much as 60% of the newsprint capacity in Canada went into receivership. 

Although these properties have operated profitably during the past four years on 
less tonnage than that allocated to them in the Trustee’s estimate, nevertheless the 
risks inherent in the enterprise are such as to render a rate of capitalization of 10% 
the minimum rate which may reasonably be applied. That rate was the highest of the 
three rates suggested in the testimony as applicable to net earnings before interest and 
income taxes. 


The company under consideration here was chiefly engaged in the manu- 
facture and sale of newsprint, with minor subsidiary enterprises of various de- 
scriptions. The quotation above referred to only part of the company’s enter- 
prises, but the same rate and arguments were applied elsewhere in the structure. 

The unusual rate of 9.8 per cent (or 7.7 per cent after Federal income taxes) 
was used in the case, In the Matter of The Higbee Company. The Commission 
used the 1941 results as a basis for estimating future performance of the Debtor; 
$592,000 was adopted as a reasonable estimate of earnings. However, the Com- 
mission considered the proposed reorganization plan and concluded that the 
plan presupposed a value of at least $6,000,000. To approximate this valuation 
the above named capitalization rates would have to be applied. The Commis- 
sion found that they appeared reasonable in light of figures for comparable de- 
partment stores—the Debtor being a department store located in Cleveland.” 


2 [bid., p. 8. 

22 Corporate Reorganization Release No. 29, p. 33. 
23 Corporate Reorganization Release No. 39. 

24 Tbid., p. 20. 
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Hence, it would seem that this rate was a predetermined rate rather than a deter- 
mining rate. This matter of using the capitalization rate as a justifying device 
and also the matter of settling exactly on 9.8, and not 9.9 or 9.7, raise many 
interesting questions concerning the nicety of judgment exercised in this case. 

In the case, In the Matter of McKesson and Robbins, Inc.,* the capitalization 
rate, 8.7 per cent, was again used as a justifying device. Other than the decision 
to use $3,971,500 as a reasonable estimate of future earnings, the most pertinent 
part of this case for our use was the following commentary :* 


The choice of an appropriate rate at which to capitalize estimated prospective earnings 
in order to determine a going concern value for an enterprise is dependent upon the risks 
of the industry in which the enterprise operates, the nature of its past earnings record, 
and the relative certainty of the estimate of prospective earnings. In this connection 
there were exhibits and testimony comparing the earnings of McKesson’s drug operations 
with those of all American corporations and of certain selected industries. An examina- 
tion of this material discloses the relative stability of the earnings of the drug depart- 
ments. Moreover, an analysis of the nature of the drug business indicates a number of 
factors which make the operations of the drug departments less subject to risk than many 
industrial enterprises. There is a relatively steady demand for drug products; inventory 
write-offs in the drug department are rare as there is a high inventory turnover (in 1939 
the turnover was five times); a large percentage of the merchandise sold consists of 
nationally advertised products with established prices and some of the wholesale drug 
department’s business is done on consignment; seasonal fluctuations in sales are small; 
sales are diversified geographically and are also diversified both as to products sold and 
customers; and purchases are made from thousands of suppliers so that there is no de- 
pendence on one or a few sources of supplies. 

Although any long term growth would depend largely upon increases in population, 
it appears, in view of the above facts, that it would be appropriate to capitalize earnings | 
of the drug departments at a relatively low rate as compared with industrial enterprises 
generally. Since there are no other enterprises closely comparable to McKesson, the 
Trustee has examined the rates at which the securities markets capitalized net earnings 
before interest charges and income texes during the period 1935 to 1939 of such dis- 
tribution industries as department stores, mail order houses, variety chains, and food 
chain stores. (Trustee’s E: 22.) It was observed that the average rates of capitaliza- 
tion for these enterprises ranged between 7.6% and 10.1%. 


The highest rate used by the Commission to date was in the case, In the 
Matter of Atlas Pipeline Corporation.” The Commission did not rely upon the 
earnings as given in Table I, but chose a five months period just preceding the 
date of the hearings as a basis for future estimates. A figure of $130,000 was 
chosen as a maximum estimate, although the Trustee had arrived at a figure 
of $262,916.% To this figure of $130,000 the rate of 15 per cent was applied by 
the Commission, with the caution that the rate should certainly not be iess than 
12 per cent. The Trustee and the General Manager had each testified that the 

25 Corporate Reorganization Release No. 41. 

26 Tbid., pp. 16 and 17. 


27 Corporate Reorganization Release No. 42. 
28 Jbid., pp. 11 and 19. 
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rate should range from 8 to 20 per cent in one case and from 8 to 14 per cent in 
: the other; the rate actually used by them was 10 per cent.”° 
The last case to be reviewed is In the Matter of Sayre and Fisher Brick Com- 
pany.*° This New Jersey concern, manufacturing a “quality” product, was 
judged to have reasonable prospects of earning $100,000. The Commission 
commented as follows:*! 


The appropriate rate at which prospective earnings are capitalized in valuing a going 
concern is dependent upon the risks to which the enterprise is subject. Studies of the 
rates at which the market capitalizes the earnings of representative companies identified 
with building construction activity indicate that rates of more than 10% are character- 
istic and that rates above 15% are not uncommon. The witness for the Commission 
testified that in his opinion a 12% rate applied to earnings before income taxes was the 
minimum that should be used. The witness for the bondholder previously referred to 
used a rate of 83%. Because of the extreme fluctuations in building construction and 
the highly competitive conditions in the industry, an 83% rate appears inadequate. 
The 12% rate appears to us reasonably to reflect the relatively high risks of realization 
to which the future earnings of this enterprise are subject. Application of this rate to 
the earnings estimate of $100,000 results in a value of about $830,000 for the assets 
employed in the debtor’s business. 


Such is the experience of the Commission to date as far as its use of capitaliza- 
tion ratios in connection with the Chandler Act is concerned. 

The action taken by the several Federal Courts relative to the above cases, 
after the report of the Commission had been made, is interesting.** Such action 
is summarized as follows, the figures in parenthesis being the capitalization 
ratios: 


I. Court approval of plan recommended by Commission— 
(10) Porto-Rican American Tobacco Company 
(9.8) The Higbee Company 
(8.7) McKesson and Robbins, Inc. 


II. Court approval of plan modified according to Commission recommendation— 
(10) Minnesota and Ontario Paper Co. 


III. Court approval of plan without modification according to Commission recom- } 
mendation— 
(10) Deep Rock Oil Company 


29 Tbid., p. 37. 

30 Corporate Reorganization Release No. 47. 

31 Tbid., p. 8. 

32 Information relative to court disposition is derived from a letter to the writer from 
the Director of the Reorganization Division of the Securities and Exchange Commission, 
dated November 28, 1941. In most cases the orders approving or disapproving of plans 
and the Commission’s report were not supplemented by written opinion. 
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IV. Court approval despite Commission recommendation for disapproval— 
(10) Greiss-Pfleger Tanning Company 
(10) La France Industries 
(8) San Francisco Bay Toll-Bridge Company 
(15) Atlas Pipeline Corporation 
(12) Flour Mills of America, Inc. 


V. Case pending— 
(12) Sayre and Fisher Brick Company 


It must be noted that matters other than the capitalization rate were involved 
in these cases and that court approval did not hinge entirely on the rate. How- 
ever, examination of the cases and rates above would seem to indicate that the 
courts are finding value where it is not found by the Commission. 

A striking fact to be found in the above record of Commission action is the 
concentration on the use of the ratio of 10. This particular figure is found five 
times. In view of the repeated emphasis placed upon the degree of risk inherent 
in the particular business under consideration, it would seem that the Com- 
mission has, in effect, said that a leather tanner, an upholstering manufacturer, 
a petroleum producer, refiner and marketer, a cigar manufacturer, and a news- 
print producer are all facing the same degree of risk. It is questionable if 
specific data can be found which will either definitely support or definitely destroy 
this position. However, the actual performance of the different industries 
involved from year to year should afford some indication of the relative degrees 
of risks among the different industries. It is with the idea of presenting figures 
to show the fluctuations in operations which the different industries face that 
Table II is presented. It is felt that such fluctuations indicate to a degree the 
risks to be faced. The particular industries selected do not necessarily coincide 
exactly with any or all of the five companies to which the Commission applied 
the 10 per cent rate. The wide divergence between the extremes of fluctuation 
of such items as total assets and net profit for the groups presented can lead to 
no conclusion other than that the risks within the different industries vary a 
great deal. The shortcomings of the data presented cannot refute such a con- 
clusion unless it can be demonstrated that the lack of correspondence between 
the companies studied in this paper and the companies included in the table 
is of such a degree that the indicated variations in fluctuations are exactly 
eliminated. 

Since it is the intention of the Commission to establish these erstwhile bank- 
rupt corporations on a sound, going-concern basis, an examination of the capi- 
talization ratios found for non-bankrupt concerns might shed some light on the 
choice of an appropriate ratio. Two phases of the matter immediately present 
themselves, first, the ratios between earnings and capital and, second, the yield 
on the market price of the securities involved. Since there is a certain type of 
relationship between governmentally regulated public utilities and the corpora- 
tions which pass under the scrutiny of the Securities and Exchange Commission, 
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i.e., the presence of a government sanction on the ratios involved, the field of 
public utilities will be considered first. 


TABLE II 
Data on SELECTED Inpustry Groups 1934-1938%3 
(Figures in millions of dollars) 


1938 1937 1936 1935 1934 
Oil Industry (17 Cos.) 
Total Amsots........... 6,966 6,881 6,338 6,213 6,212 
Volume of Business....| 3,775 4,122 3,632 3,266 3,069 
Net Profit after all 
257 503 362 226 144 
Dividends Paid........ 179 261 214 131 123 
Total Net Profit to In- 
-vested Capital 
5.87% 10.20% 
Upholstering Industry 
(6 Cos.) 
Total Assets........... 57 58 64 56 48 
Volume of Business.... 28 36 31 27 23 
Net Profit after all 
re 0.7 3.3 8.2 6.5 0.5 
Dividends Paid........ 1.0 3.6 5.4 1B 1.0 
Total Net Profit to 
Invested Capital*...| 4.25% 12.02% 
Paper and Allied 
Products Industry 
(23 Cos.) 
Total Assets........... 590 635 579 581 574 
Volume of Business.... 333 389 348 300 265t 
Net Profit after all 
ee 12.3 33.1 23.0 10.8 8.1 
Dividends Paid........ 10.3 21.0 13.4 8.2 5.9 
Total Net Profit to 
Invested Capital 


* Total net profit before prior claims, interest and income taxes to invested capital 
at book value based on year end figures. 


t Exclusive of sales of Lily-Tulip Cup Corporation which were 4 millions in 1935. 


33 Survey of American Listed Corporations, Registrants with the Securities and Exchange 
Commission under the Securities Exchange Act of 1934 at June 30, 1939, from Data Col- 
lected on Work Projects Administration Projects Sponsored by the Securities and Exchange 
Commission. Oil Refining and Distributing with Producing Facilities—Assets over $50,- 
000,000 from Vol. II, p.5. Upholstery and Miscellaneous Textiles, Vol. IV, P.1-g. Paper 
and Allied Products, Vol. IV, p. 1-h. 
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It 


The question of the proper rate of return on capital which is to be allowed is 
of prime importance in a regulated industry. An inquiry into the use of capi- 
talization ratios in this industry, then, must examine, first, the reports of the 
commissions and courts and, secondly, the actual performance of the companies. 

The percentage return on capital allowed by the courts and commissions 
has declined from a high of a little over 8 per cent in 1922 to slightly less than 
6 per cent by the end of 1940.* The following is the opinion of an expert in the 
field of public utilities relative to the reasons for this over-all decline:* 


I think it fair to say that the prevailing low interest rate has had the effect of cutting 
down the amount of return allowed by courts and comissions in rate cases. However, 
there are other related factors, such as diminishing cost of materials and other operating 
expenses (except taxes, which have been going up very sharply) and the diminishing 
return being realized on other types of securities in unregulated industries. 


TABLE III 
Prorits or LEADING CORPORATIONS FOR THE YEARS 1936-1940 
Average rates in per cent of net profits to net worth. Net profits are as reported, after 
depreciation, interest, taxes, and other charges and reserves, but before dividends. Net 
worth includes book value of outstanding preferred and common stock and surplus account 
at beginning of each year. 


NO. OF COS. GROUPS 1936 1937 | 1938 1939 | 1940t 
95 Electricity, Gas, etc.* 5.9 6.5 5.8 6.7 6.9 

29 Telephone and Telegraph 6.6 6.6 5.8 7.3 7.8 
124 Total public utilities 6.2 6.6 5.8 6.9 7.2 


* Figures refer to shareholders only. Because of the large proportion of bonded in- 
debtedness, actual return on the property investment is less than the above. 
+ The number of companies included in the report for 1940 is 104 and 33, respectively. 


Recently, the Federal Power Commission, in a very important case covering 
the Chicago District Electric Generating Corp., ruled that 5} per cent return 
was fair and reasonable. In an opinion delivered a year ago concerning the 
Safe Harbor Power Corporation it allowed 6 per cent. 

The actual operating results in the utility industry have not deviated far from 
the figures established as fair by the regulatory bodies. Table III shows the 
results for the past five years.*” 


34 Public Utilities Fortnightly, August 29, 1940, p. 283, Graph: ‘‘Amount of Return Al- 
lowed by Courts and Commissions in Cases Reported in Public Utilities Reports’’ (Staff 
Compilation). Information supplemented by letter from the Associate Editor of the 
Fortnightly, dated October 25, 1941. 

35 Associate Editor of the Fortnightly, op. cit., given in response to a query concerning 
the effect of the decline of interest rates on commission opinion. 

3 Institutional Utility Service, Inc.; letter from the Vice President in October, 1941. 

37 The National City Bank Bank Letter, September, 1940, p. 101; the figures for 1940 
from page 44 of the April, 1941, issue. 
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Of interest in this connection are the results of an individual utility company’s 
operations.** The “investment” figure in the following tabulation refers to 
long term debt as well as net worth. The gross income shown is after all charges, 
but before interest payments. 


| 1936 1937 1938 1939 1940 


Investment ($ thousands)............... 
Gross income as % of investment....... 


117,749 | 118,385 | 118,371 | 119,287 | 130,729 
7.2 7.3 7.9 7.6 7.5 


This particular company shows a marked advantage over the performance of 
the industry as a whole as indicated in the figures from the National City Bank 
Letter. A part of the discrepancy may arise from the difference in the relation- 
ships shown, although the inclusion of long term debt in the National City Bank 
calculations would tend to reduce the rates of return given—hence the dis- 
crepancy would become greater. The common stock of the individual utility 
referred to ranged from a high of 115 to a low of 102? during the 1936—40 period; 
it yielded approximately 6.6 per cent on the basis of the closing October, 1941 
price. The annual dividend has been $4.50. 


Til 


The number of companies in the non-regulated field is so great that average 
results are exceptionally misleading because they hide the extreme fluctuations. 
However, the National City Bank*® tabulation for approximately 2,480 com- 
panies for the three years 1936 to 1937 and 2,590 companies for 1939 and 1940, 
including public utility and transportation companies, shows the following per- 
centage returns: 1936-7.3; 1937-7.2; 1938-3.8; 1939-6.3; and, 1940-7.4. 

The range in yields of common stocks listed on the New York Stock Exchange 
is very wide. The Sunshine Mining Co. stock sold at a price of 42 on the last 
of October, 1941, to yield 21.05 per cent on the basis of a 1941 dividend of $1.05. 
This was probably the highest yield, as a perusal of any summary of stock statis- 
tics will show; however, it certainly was not indicative; yields of four to eight 
per cent being most common. It is to be recalled that in the opinion of most 
commentators, the current price quotations on the stock market are very low 
in view of the earnings records. 


IV 


Before concluding this investigation of current usage of capitalization ratios, 
it will be of interest to see what financial writers have to say on the theoretical 
side of the subject. 


38 Figures and ratios supplied by Institutional Utility Service, Inc. on a particular 
company, the name of which is not given by request. 

3° Op. cit. See preceding page for description of the component parts of the ratios. 
The inclusion of public utility and transportation companies in the calculations does not 
affect the result appreciably because of the relatively small number of such companies and 
because of the near uniformity in the matter of returns between such companies and other 
industrial companies. 
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We have already made reference at another point*® to the Commission’s cita- 
tion of Dewing as an authority for a schedule of capitalization rates. Perusal 
of the context at the point cited fails to reveal any theoretical discussion of the 
principles of capitalization. However, Dewing does refer to such a discussion 
by Badger.“ Hence, rather than rely on Dewing’s pragmatic standards, which, 
as will be shown below, cannot be said to apply to present day conditions because 
of the change in the interest rates applicable to industrial securities, it is neces- 
sary to investigate the principles laid down by Badger. 

Badger approaches the matter of valuation from the standpoint of a security 
holder who has no market price by which to gauge the value of his securities, 
e.g., securities of closely held corporations. Having first considered securities 
of an investment calibre, Badger discusses the valuation of speculative bonds.” 
He proceeds on the stated assumption that there is a definite relationship be- 
tween the earning power of the issuing corporation and the value of the securities. 
He comments as follows: 


In the first place, industrial bond issues of an investment status are at the present time 
(1924) selling at a yield varying from 53 per cent to 64 per cent, in some instances running 
as high as 7 per cent. Normally, bondholders insist that the issuing company shall 
show average earnings equal at least to two times fixed charges, in the case of industrial 
compahies, before they will consider purchasing at a price which implies an investment 
status....We may assume that the bondholders in a corporation which consistently 
fails to earn fixed charges are headed toward a position of ownership therein. . . .Their 
reaction toward earnings as a source of value, therefore will then conform to that of 
stockholders in a non-defaulting concern. And we will presently see that the ratios at 
which common stockholders generally capitalize earnings into a market value for owner- a 
ship equity vary between 12 per cent and 30 per cent, with the lower limits of fluctuation a 
around 15 per cent. ...Where the earnings available are two or more times interest a 
charges, the value of the bond should be appraised on the basis of comparative yields, 
} but where average earnings are less than 100 per cent of requirements, the capitalization 
method should be applied, with a rate of 11 per cent to 14 per cent, depending upon the 
type of bond involved. u 


It is apparent that Badger establishes a definite relationship between the interest 
rate and the rate of capitalization, the relationship varying with the individual 
situation. He suggests that the proper capitalization rate for a company which 
fails to earn its fixed charges should vary from 12 per cent to 30 per cent. This 


means that the capitalization percentages range from one and five-sevenths . 
times the rate of interest (7 per cent compared to 12 per cent) to five and nine- - 
twentieths (53 per cent compared to 30 per cent). ES 


4° Supra, p. 387. Reference is also made to Bonbright, op. cit., who devotes several 
chapters to the subject of valuation under conditions of bankruptcy. Cf. Chapters XXII 
and XXV. However, on page three, above, we have already noted his opinion of the capi- 
talization of earnings method for determining valuation. 

4t Badger, R. E., The Valuation of Industrial Securities, Prentice Hall, New York, 1920. 

42 Op. cit., Chapter V. 

48 Op. cit., p. 58. Date in parenthesis added by present writer. Copyright 1925, by 
Prentice Hall, Inc., used by permission. 
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The above argument may be reduced to the formula that the capitalization 
ratio reflects two things, the appropriate rate of interest and the desired pro- 
tection against contingencies. Thus, if at any given time we desire to deter- 
mine the ratio applicable, we must inquire as to the interest rate and as to the 
margin of protection required. Such an argument is highly convincing. Indi- 
viduals place their funds in business enterprises for the purpose of securing a 
return. The return which they receive will be basically determined by a com- 
petitive rate of interest. There are modifications to this principle to the extent 
that a high degree of management enters into their commitments. However, 
in the case of corporate securities such a return is small, if not absent, due to 
the fact that those in managerial positions are paid specific salaries for their 
services. Hence, we may conclude that the significant difference between the 
return to bondholders and to stockholders lies in the fact that the return to the 
latter is residual. If there are other important elements to the capitalization 
ratio they are not apparent. 

We must inquire, then, as to the rate of interest which is applicable under 
present day conditions and as to the degree of protection desired by stockholders. 

In 1924 the expected return, as measured by the rate of interest on industrial 
bonds of an investment status, varied from 5} per cent to 7 per cent, as pointed 
out by Badger. In January, 1941, to choose a date at random, this return varied 
from 2.84 per cent on bonds of “AAA” status to 4.75 per cent on those of “Baa” 
stutus.“ 

Information concerning the degree of protection desired is not easily obtained 
for the reason that this factor will vary according to the degree of risk faced. 
Also, the market does not always act rationally in regard to the prices it pays for 
common stocks.“ However, it is possible to discover some guides as to the 
relationship between earnings and evaluation which should exist in a scientific 
approach, arbitrary guides it is admitted, but guides nevertheless. 

Graham and Dodd“ set up the outside limit of twenty times earnings as being 
the most that will be paid for an investment common stock—a 5 per cent basis. 
If a stock has the basic requirements of an investment it may be bought on an 
investment basis at a price which might range as high as the figure suggested. 
They suggest an average figure of 12 or 12} times earnings as a medium figure 
for a company with “neutral” prospects. That is, in terms of percentages, the 
capitalization rate should be around 8 or 8} per cent, or a little less than three 
times the current rate of interest. 

Badger, it will be remembered, recommended capitalization on the basis of 
two times to five and a half times the current rate of interest. This is to be 
compared to Graham and Dodd’s three times current interest rate basis. These 
two views may be reconciled if it is recognized that the former is speaking 


44 Monthly Bulletin, Board of Governors of the Federal Reserve System, Washington, 
February, 1941, p. 147. On the total of 120 bonds reported on by Moody’s service and re- 
corded in the Bulletin, the return for the week ending January 25, 1941, was 3.36 per cent. 
On 40 industrial bonds alone it was 3.10 per cent. 

465 Graham and Dodd, op. cit., p. 25. 

4 Op. cit., p. 532. Also, Appendix Note, p. 784. 
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largely of speculative situations and the latter are referring to investment or 
“neutral” situations. Also, the margin of protection desired at the time Badger 
was writing (1924) apparently was less than at the present time. Thus, he 
spoke of normal investment bond requirements as requiring earnings to be equal 
to two times bond interest. Today, bond interest must be earned three times 
before an investment status is reached.*” 

The problem of drawing conclusions from this discussion of the proper capi- 
talization figure for common stocks is difficult. As pointed out above, the rate 
which is selected in any given case must be arbitrary. However, to place the 
matter on a percentage basis, the rate may range as low as 5 per cent and may 
range as high as 8 or 10 per cent. It is to be noted that this theoretical dis- 
cussion of the principles underlying capitalization of earnings correlates fairly 
well with actual market operation. It is also to be noted that the rates dis- 
cussed in the latter part of this paper have been related to going concerns, 
whereas the rates used in the 8. E. C. cases were not always of such nature. 


v 


About the most that can be said by way of summary to this investigation of 
the use of capitalizations ratios is that little has been added to the field smce 
Bonbright concluded in 1937 that “tradition and guesswork” entered into most 
calculations. However, the idea that the value of property, be it physical, 
as in the case of a machine, or intangible, as in the case of securities, depends 
on future services remains as a fundamental factor. The desirability of develop- 
ing a formula for relating particular services to particular values remains chal- 
lenging. A line of pursuit suggested by this paper is that there is a functional 
relationship between the rate of interest and the capitalization ratio which 
should replace the “tradition” of 10 per cent or 6 per cent. This function is 
comparable to the traditional “risk rate” of interest. Once this rate, or func- 
tion, has been determined for the individual situation, its application to the 
prevailing interest rate will produce the proper capitalization ratio. 

It is to be hoped that the Securities and Exchange Commission will be able 
to contribute to the theoretical literature on the subject. A statement of 
principles to be used in determining the degree of risk present in a given situa- 
tion, indicating the important variables and factors to be taken into considera- 
tion, would be welcome to those persons preparing plans of reorganization and 
also to academic students of financial problems. 


47 Graham and Dodd, op. cit., p. 128; Jordan, D. F., Investments, Prentice-Hall, New 
York, Third Revised Edition (Revised to January 1, 1937), 1940, p. 191; Field, Kenneth, 
Introduction to Investment Analysis, Ronald Press, New York, 1940, p. 98; Badger, Ralph E. 
and Guthmann, Harry G., Investment Principles and Practices, Prentice-Hall, New York, 
Revised Edition, 1939, p. 346. 


BOOK REVIEWS 


Economic Fluctuations in the United States. By Edwin Frickey. Cambridge: 

Harvard University Press, 1942. Pp. xxi, 375. $5.00. 

In this study Frickey examines a number of important economic time series 
over the period 1866-1914, including several indexes which he has carefully 
constructed, with the object of discovering, first, the elements of which time 
series fluctuations are composed, and second, whether a satisfactory method of 
statistical analysis can be devised. 

The technique that Frickey adopts in pursuing his first objective is mainly 
the study of link relatives of quarterly data, annual data, 2-year averages, and 
soon. An alternative approach, that of first differences, is soon discovered to 
be inadequate. The conclusions of this part of the study are: (1) there is one 
and only one pattern of short-run fluctuation permeating our industrial and 
commercial life; (2) for the series investigated the variations are resolvable into 
cyclical movements, and smooth, continuous, gradually changing secular trends; 
(3) the two types of variations are logarithmically additive. 

Having established these propositions to his satisfaction, Frickey suggests a 
novel method of separating the trend from the cycle. Instead of adjusting the 
deseasonalized data immediately for trend, he adjusts them first for cyclical 
variations. After so doing the fitting of a trend is a simple process, since the 
fluctuations around the trend line are small and of a random nature. The 
index of cyclical movements, which Frickey uses in adjusting for cycles, is not 
the index of the particular series in question, but represents the cyclical move- 
ments of his index of industrial and commercial production. The use of such 
a method, he warns us, is justified only when the short-term pattern of the 
particular series is closely correlated with that of production in general. Before 
the cyclical index of production can be used as a deflator it is necessary to adjust 
it so that the amplitude of its fluctuations is the same as those of the indi- 
vidual series. This is done by finding the average deviation of annual (or some- 
times quarterly) link relatives of the individual series and of the production 
index, and applying the ratio of the two average deviations to the cyclical index. 

Before the cyclical index of general production can be obtained, however, it is 
necessary to fit a trend to that series. Taking successive differences of the log- 
arithms of his original data, Frickey discovers that there is no trend in his second 
differences. Hence he uses a logarithmic parabola. This curve has the property 
that the link relatives show a constant rate of retardation. This choice of curve, 
however, does not imply a “law of growth.” It is merely a fact that this partic- 
ular series behaved that way. 

The trends for most of his other series are not so simple as for his production 
index. Usually he finds it necessary to fit, and splice together, a series of trends 
to the individual series which have been approximately adjusted for cyclical 
fluctuations. A second method of trend fitting, which is useful as a check on the 
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first method, involves using the relationship between link relatives of the partic- 
ular series and of a general series which has a horizontal trend. 

Frickey’s methods are simple mathematically; but they involve so many 
adjustments, so many steps, and so many alternate procedures that they cannot 
be described in detail here. His conclusions are based on inspection of a large 
number of charts of analyzed data. Checks on conclusions are afforded by 
showing that alternate procedures and different sets of data yield harmonious 
results. 

The reviewer, however, is unable to harmonize his conclusions with his statis- 
tical results in one case. Frickey finds (p. 150) that the average period of the 
wave-like swings (cycles?) of his production index is about 40 months. However 
in another place (p. 243) he shows that his production index establishes 7 lows 
after crossing the trend line on the way down. Furthermore, these seven sub- 
periods are clearly visible on most of his charts, and he uses them in some of 
his analyses. How does the presence of these two types of fluctuation harmonize 
with his statement that there is one and only one pattern of short-run fluc- 
tuation? 

The author’s choice of a logarithmic parabola as a production trend is also 
open to question. He prefers this type of trend to the Gompertz or logistic on 
the ground that statistical tools do not enable us to draw more refined conclusions 
from his data. The reviewer, however, does not believe that it is a question of 
refinement of conclusion, but of type of conclusion. The logistic curve, for 
instance, contains no more constants than does the logarithmic parabola, and 
also can be translated sensibly into words. Furthermore, as between two types 
of trends equally simple, and meeting objective tests equally well, the one which 
is not obviously contrary to economic liklihood is to be preferred. The logarith- 
mic parabola must eventually turn down if extended into the future, a fact which 
casts some doubt upon its validity. Fortunately, however, for the period under 
consideration the choice of some type of trend other than the logarithmic para- 
bola would not make any important difference in his final results. 

Finally, there is no assurance that trends fitted to his cyclically adjusted data 
are as valid as trends fitted carefully to the original data. How to adjust the 
amplitude of the deflating series is a difficult one. Should we equalize for the 
two series the amplitude of quarterly changes, yearly changes, cyclical changes, 
or of the changes from peak to trough of Frickey’s seven sub-periods? It is 
not inconceivable that different methods of adjustment might materially alter 
the character of the trends. 

The writer is to be commended for calling attention to the uncertainties in- 
herent in fitting trends to economic time-series, to the danger of placing too 
much reliance on the method of least squares, and to the need of a reconsidera- 
tion of the whole subject of the statistical analysis of time series. Whether 
there are movements intermediate in length between the business cycle and the 
primary trend (Kondratieff long cycle?) is still an unsettled question. More 
experience with Frickey’s method, and other similar methods, of trend analysis 
is needed before we can be sure that such methods have wide applicability. 

University of North Carolina J. CowDEN 
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The Theory of Competitive Price. By George F. Stigler. New York: The 

Macmillan Company, 1942. Pp. vii, 197. $3.00. 

The author states that “This is a preliminary edition of a textbook in ad- 
vanced economic theory” (p. v). He limits his treatment quite definitely to 
competitive price, but says that he later hopes to expand the work and treat of 
‘“Gmperfect competition, multiple products, capital theory, and certain other 
topics.” His objective is not that of comprehensive treatment but “rather that 
fundamental concepts are presented with more precision and that there is 
greater emphasis upon technique” (preface). His technique might be called 
Walrasian or Lausanne, and precision is sought through the use of geometric 
figures, equations and formulae. 

In many places this mathematical technique is used to excellent advantage 
with results more precise than normally reached by non-mathematical treat- 
ment. For example, in Chapter IV on “Quantitative Relationships” there is 
an excellent figure or diagram with curves and supplementary explanation 
showing why “when average product is at a maximum, marginal product equals 
average product” (p. 50). There is also an excellent treatment of ‘Elasticity 
at a Point” (pp. 52-3). This is a work of precision which has long been needed. 
The reviewer has often seen a straight line demand curve drawn at a 45 degree 
angle from the OY axis down to the OX axis as illustrative of a demand curve 
with elasticity equal to unity. Of course it is if it be a logarithmic curve, but 
normally it is not so treated. Such a curve has elasticity far greater than unity 
on that part of the curve near the OY axis and elasticity far less than unity 
on that part of the curve near the OX axis. Demand curves as drawn seldom 
have uniform elasticity throughout. Likewise, the elasticity of demand of 
actual buyers in the market is seldom, if ever, uniform at all possible prices. 
Dr. Stigler has done a neat piece of work in treating “elasticity at a point” and 
finding the equation for it in a space of less than two pages. 

Aside from the geometric figures and formulae, the book is not especially well 
written. Simple ideas are at times stated with attempts at profundity. For 
example, in defining economics he says “Economics is the study of the principles 
governing the allocation of scarce means among competing ends when the ob- 
jective of the allocation is to maximize the attainment of the ends” (p. 12). 

It would be possible to question the efficacy of applying so uniformly the 
discipline of mathematics—an exact science—to the theory of economics—an 
inexact science. But the student of advanced theory probably needs to use 
all the disciplines in mastering the science, so on these grounds a mathematical 
approach is justifiable. But, even the mathematical scientist may err, and the 
reviewer feels that Dr. Stigler has done so in his treatment of ‘Constant Cost 
Industries.” The author attempted to show that it is perfectly possible for the 
individual firm to experience increasing costs while the industry expands under 
constant costs, provided competition obtains and the field is open to new firms. 
This is true. But he permits himself to say that under such conditions, “if the 
output of the industry is to increase (owing perhaps to an increase of demand), 
it will take place primarily through an increase in the number of firms, and under 
constant costs it will take place only in this way” (p. 162). Now, the reviewer 
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submits that if individual firms can expand output according to the principle 
of constant costs, then it is a matter of indifference whether an increased demand 
is met by an increase in the number of firms or in an expansion of output by the 
firms already operating. 

By way of final statement, it may be said that the work is a compact handbook 
seeking precision in economic theory by mathematical technique. 

Louisiana State University H. L. McCracken 


Social Goals and Economic Institutions. By Frank D. Graham. Princeton: 

Princeton University Press, 1942. Pp. xxii, 273. $3.00. 

Human power and freedom are the social goals which Graham holds to be 
most significant for the aspirations of the human race. Many other social 
goals such as security, assurance of the right to work, affluence, and happiness 
are deemed to be included in the embrace of “‘power-cum-freedom.” He holds 
to the view that the state should be used as an instrument to maximize rather 
than to limit power and freedom. 

Graham looks upon profits as the “key to the release of economic power in a 
volitional economic system.” In order that there may be a satisfactory working 
of the economic system, there must be a steady maintenance of the general level 
of profit prospects ‘‘at a height sufficient to induce enterprise in volume adequate 
to provide full employment.” The recurrence of periods in which there is a 
general desire for liquidity prevents the steady maintenance of profit prospects 
and therefore of full employment. While the wave of desire for liquidity may 
strike people in general, Graham holds that the bulk of the hoarding of cash is 
done by the enterprisers themselves. Instead of attempting to frustrate the 
desire for liquidity, Graham advocates Mr. Benjamin Graham’s proposal for 
a system of monetary issue which would, he believes, enable enterprisers and 
others to increase the liquidity of their assets without harmful social conse- 
quences. Under this plan, the Treasury would issue legal-tender currency 
against the deposit of warehouse receipts for legally defined units composed of 
definite quantities of “basic, storable, raw commodities.” It is the expectation 
that the possibility of disposing of such commodities to the monetary reserve 
will induce the producers to continue production rather than to discharge their 
employees in periods when liquidity preference increases. When a reverse 
tendency occurs, the accumulated commodities may be claimed by the holders 
of the notes and inflationary rises in prices thus will be checked. It is expected 
that the section of the economy directly affected will be large enough to have an 
appreciable steadying influence on the whole economy. 

In criticism of Graham’s plan, it may be pointed out, first, that an ideal 
solution of the problem would prevent recurrent periods of decline in consump- 
tion rather than piling up of large stores of unused commodities and, second, 
since the decline in production during a period of depression is not as character- 
istic of agriculture as of other parts of the economy, his own original plan for 
buying from manufacturers “standard, storable, finished goods” would be 
preferable, from an economic, if not from a political, viewpoint. Finally we 
may well expect that the lessons learned in creating full employment by lavish 
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war expenditures will give a more satisfactory clue to the answer to the problem 
than can be obtained from contemplating tine evils of the depression period. 

In the second half of his book, Graham deals with the theory of distribution, 
and besides joining in the general chorus of disapproval of inherited fortunes, 
undertakes to justify rent as a share in distribution, to refute the Keynesian 
interest theory, and to dampen the almost universal enthusiasm for progressive 
taxation. He suggests finally the organization of a corps of experts to assist 
society by preventing the shelving of desirable proposals for social amelioration. 

Graham’s book was undoubtedly intended to provoke debate on the topics 
which he discusses with such enthusiasm and intelligence. In the interest of 
social well-being, it is to be hoped that the challenge will be accepted. 

College of William and Mary 8. D. Sourpwortu 


Problems of a Changing Social Order. By John M. Gillette and James M. 
Reinhardt. New York: American Book Company, 1942. Pp. 824. $4.00. 
Problems of a Changing Social Order is a marked improvement over Current 

Social Problems which appeared in 1933 and which was revised in 1937. Much 

of the original content of this volume appears today under a new title with 

much new and significant material. 

In addition to the things one always expects in a social problems book such as 
discussions of poverty, health conditions, defectives, crime and family disorgani- 
zation, the authors devote a number of chapters to an appraisal of city life; the 
nature, functions and decline of villages; to the socio-economic impact of a 
rapidly changing culture upon farm life, and the more important problems of 
American minority peoples. Concluding chapters are devoted to the changing 
democratic state and to the international social order. 

The approach to the above topics and problems by way of the social processes 
with the authors holding that the “ultimate goal of all societal study and investi- 
gation is the description and analysis of social problems” to the end that wnder- 
standing, prediction and control may emerge. The latter goal is important and 
to this end the authors devote much space to both remote and recent attempts to 
mitigate social problems. 

He who writes a text on social problems faces a major task in the selection 
of topics. The authors have done a good job in the selection of topics although 
they have followed the somewhat questionable index of ‘‘major public interest” 
as the most important guide. 

Problems of a Changing Social Order is attractive in form and is well written. 
It could have been better documented, although the documentation is adequate 
for general readers and undergraduate students. 

University of Tennessee E. Coie 


The Theory of Capitalist Development. By Paul M. Sweezy. New York: Ox- 
ford University Press, 1942. Pp. xiv, 398. Price $4.00. 
Marxian economic theory, somewhat weak in the English speaking world, 
has long been a robust part of economic thought in continental Europe. Pro- 
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fessor Sweezy, in his brilliant authorship of the present volume, had in mind a 
work that would bring American theorists face to face with the most recent 
thought upon Marx’s position as an economic thinker. In addition, Sweezy, 
from his own resources, has clarified the methodological procedure of Marx 
and has added economic definition to selected statements from Marx in an 
attempt to rescue him from the critical hands of both capitalist and revisionist 
writers. The result is a formidable, though not forbidding, contribution to the 
effort to establish the validity of the Marxian system. 

The author is convinced—and in this conviction resides much of the Marxian 
appeal—that economics is rightly the study of interpersonal relationships in 
the field of production and distribution. In that he subscribes to economics 
as a social science and denies that the subject has vitality when considered as 
a science of relationships between persons and things. Within this definition 
one of the great problems of procedure in the field of theory is that of method- 
ology. Marx’s problem was to “lay bare the economic law of the motion of 
modern society.”” The secret of this problem he saw in the study of the “laws 
governing changes in the mode of production.” Despite the large historical 
content of Volume I of Capital, Marx attempted to find solutions through the 
use of abstractions governed in their selection and application by the limits 
of the defined problem. Within the boundaries thus set Sweezy finds that 
Marx’s work assays high in pure metal. 

The investigation naturally clusters, with logic and persuasiveness, about the 
problems of value and surplus value, the rate of profits, the determination of 
wages, the nature of crises in the capitalistic system, and a thorough examination 
of the controversial literature on the “breakdown” theory. While a thorough 
knowledge of Marxian principles will not be excess baggage in following Pro- 
fessor Sweezy, it must be admitted that even in his most technical discussions 
the author moves in such a deft manner that a non-professional follower need 
not be winded. Professionals will be particuarly interested in Sweezy’s denial 
of Béhm-Bawerk’s contention that Marx’s theory of value is contradicted by 
his theory of production price. 

Applications of Marxian theory to contemporary social movements in Europe 
give Sweezy an opportunity, which he brilliantly exploits, to analyse the eco- 
nomic impulses underlying fascism. He sees fascism as an attempt through cen- 
tralization to escape the inner contradictions of capitalism. This attempt has 
failed for fascism like capitalism is incapable of “‘utilizing the means of produc- 
tion for an ever expanding system of the life process for the benefit of the society 
or producers.” 

It is likely that world events may bring an intensification of the present 
examination of economic and social systems. Marxism is likely to profit from 
the situation in Europe. This would come not from the economic soundness 
of the Marxian views but from the social persuasiveness of his system. For an 
examination of these economic views as an approach to an understanding of the 
dynamics of the system, this new book is without a present peer. 

The University of North Carolina JaMEs L. GODFREY 
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Farm Management in the South. By Robert L. Hunt. Danville, Illinois: The 

Interstate, 1942. Pp. 566. $2.20. 

The conventional textbook in farm management has all too frequently been 
written for a national audience but from a regional point of view. Professor 
Hunt makes no such mistake. Instead the very title of his latest book proudly 
proclaims that it treats of farm management in the South and a preface declares 
that one purpose of the book is to “focus more thinking on the existing Southern 
problems” and to “serve as a tool to fashion a more efficient and profitable 
agriculture for the farmers of the South.” Having thus stated his aims, the 
author proceeds to apply the broad principles and methods of the subject to the 
conditions peculiar to Southern agriculture. 

The book consists of 23 chapters, an appendix, a glossary of terms and a 
selected list of references, plus the usual index. It is well written and fully 
illustrated. The data are currently valid and give evidence of having been 
carefully selected although a little “heavy” on the Texas side. The textual 
comments are clear and to the point. A list of questions at the end of each 
chapter serves to emphasize items of greatest interest and to facilitate discussion. 
In addition to the usual topics treated under the heading of Farm Management, 
chapters are included on “Conservation,” “Cooperation,” “Farm Rental 
Contracts” and “Planning Farm Home Consumption.” A chapter on ‘“Eco- 
nomic Information as a Guide to Farm Adjustments” is particularly well handled. 
The author is to be commended likewise, for the capable and complete manner 
in which he treats of the characteristics of southern agriculture and of present 
day farming. 

In general the various chapters follow one another in logical sequence and for 
the most part the author has succeeded in tying them together very effectively. 
While this form of treatment is not uncommon in texts of this kind, it is sug- 
gested that a more pronounced organization of the subject matter would have 
added to the effectiveness of the text. For example, several chapters, widely 
separated, treat of the factors affecting farm income. 

The book was written primarily for the use of pupils enrolled in vocational 
agriculture classes and with a view to its being of immediate benefit to the 
approximately 200,000 in southern schools. These considerations, however, 
should not restrict its use either to the public schools or to the South. The 
contents will be found of interest and value to students of the subject in all 
parts of the country and at all levels of education. 

Clemson College G. H. AuLi 


The Shifting and Incidence of Taxation. By Otto von Mering. Philadelphia: 

The Blakiston Company, 1942. Pp. xiii, 262. $3.25. 

The publisher commends this study as ‘‘a rigorous analysis of the principles 
of tax shifting, thoroughly modern in economic theory, inclusive of the most 
recent important contributions to the literature of the subject.’”’ The author 
suggests too that his opportunity to make a fundamental contribution arises 
from “important developments in economic theory and taxation studies during 
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the last fifteen or twenty years” (p.v). In the purpose of marshalling the recent 
developments of economic and public finance theory to ascertain their bearing 
on tax incidence, the writer has achieved considerable success. However, new 
contributions have not led to adoption of a new methodology. The approach is 
essentially classical. At many points, however, the author effectively states 
conclusions without much explanation of the reasons for them (e.g., the con- 
sideration of motor fuel, railroad, other public utility, and poll taxes, p.239). 

After a general introduction, Professor von Mering undertakes an examina- 
tion of the “General Theory of Tax Shifting” (Part I, pp. 17-141). The last 
half of the volume is devoted to “The Shifting of Particular Taxes” (Part II, 
pp. 145-242). Appended is a methodological note, largely mathematical. In 
“Part II, Chapter 9, ‘taxes on trade and industry,” including ‘the sales tax”’ 
the retail luxury tax,” “internal revenue taxes,” and “industrial tariffs” are 
considered. In Chapter 14, “taxes on transactions” receive attention. The 
final chapter on ‘other taxes” is devoted, among other things, to insurance 
premium excises, gasoline taxes, and public utility gross receipts taxes. The 
arrangement in Part IJ is unusual, and the reason for it is not clear. 

In the main, the author’s conclusions are orthodox. On the other hand, 
several conclusions not consistent with prevailing viewpoints are reached; and 
perhaps allusions to some of these may be suggestive of the author’s viewpoint. 
(1) The motor fuel tax is regarded ‘‘as an example of the transformation of a 
tax that has been shifted backward” (p. 239). (2) With respect to personal 
and corporate income taxes it is concluded that ‘the foregoing discussion has 
shown! that income taxes can be shifted and that the opposite opinion is an 
illusion” (p. 214). (8) It is believed that railroad and public utility tax inci- 
dence is controlled by regulatory agencies (p. 239). (4) Respecting the death 
taxes, the categorical conclusion is stated that ‘‘a relatively high inheritance tax 
imposed in one state or province tends to reduce the supply of capital.” This 
last case is cited not so much because of its novelty as because it illustrates a 
consistent failure to give as much weight to the mobility or lack of mobility 
of the factors of production as some economists believe essential. 

In view of the declared relationship of the Shifting and Incidence of Taxation 
and recent economic theory and taxation discussions, the references to earlier 
literature are of particular interest. For example, far the most frequently cited 
author is Professor Seligman whose Incidence of Taxation was published origin- 
ally in 1899 and slightly revised as recently as 1921. The publications of the 
National Tax Association and Commerce Clearing House, including the Taz 
Magazine, are practically ignored. No attention is given discussions in Ameri- 
can official documents. There is, however, a wealth of reference to certain 
standard American, English, and continental authorities, ancient and modern. 

As a whole the volume is a readable summary of incidence theory which will 
be decidedly useful to the mature college student for whom it is intended. 

University of Kentucky James W. Martin 


1 The reviewer believes many readers will fail to find a demonstration. 
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The Impact of Federal Taxes. By Roswell Magill. New York: Columbia 

University Press, 1943. Pp. ix, 218. $3.00. 

In his preface the author states that this book is intended neither as a general 
legal treatise nor as a general work in public finance, but “to consider the tenets 
on which a tax system should be based, and some of the principal effects of the 
major federal imposts.” To this end he makes some positive and perhaps some 
negative contributions. 

Most of the text is devoted to an examination of certain provisions of the 
revenue acts, past and present, as they have been interpreted by the courts 
and as the author believes they influence behavior. Although the factual 
treatment is necessarily relatively brief, it appears to possess a high level of 
competence and to relate to matters of considerable pertinence. It seems, 
however, that the various ‘‘oughts”’ which are fairly liberally sprinkled through- 
out are bottomed on inadequate considerations of implications in terms of 
means and ends. 

The final chapter offers some brief but provocative comments, in part factual 
and in part ex cathedra pronouncements, on federal tax administration relative 
to (a) collection procedure, (b) regulations and rulings, (c) personnel of the 
Bureau of Internal Revenue, (d) court procedure, and (e) an administrative code. 

The first chapter presents in summary form Mr. Magill’s views on a contin- 
uing federal tax program. The 1942 Revenue Act is evaluated in the light of 
three criteria, viz., simplicity and ease of administration, fiscal adequacy, and 
equity. For the future, modifications in the tax program should include (a) 
lower personal exemptions and higher rates on the lower brackets for personal 
income taxes, (b) the exemption of income from dividends from normal personal 
tax rates, (c) amendments in the provisions relative to excess profits taxes in 
the direction of lower and more equitable burdens on corporations, (d) several 
changes in estate and gift taxes, such as exemption of transfers between spouses, 
the substitution of inheritance for estate taxes, and closer integration of gift 
and inheritance taxes, and (e) retail sales taxes of 5 per cent or 10 per cent. 

The reviewer offers no general disagreement with the position taken by Mr. 
Magill. But while there is abundant reason for subscribing to the thesis that 
the social scientist should consciously and meticulously implement his work 
to influence both ends and means in the world of affairs, there appears to be 
increasing need for scrupulous care in avoiding superficiality in the use of a 
concept like equity or justice. 

Furman University A. G. GRIFFIN 


The Theory of Incidence of Sales Taxation. By John F. Due. New York: 

King’s Crown Press, 1942. Pp. xiii, 257. Paper, multilithed. $2.50. 

By applying the concepts of monopolistic competition and Keynesian interest 
theory, Professor Due attempts to make more realistic and valid the theoretical 
analysis of the shifting and incidence of special sales taxes, general producers 
sales taxes, retail sales taxes, and general.sales taxes. By the term “incidence” 
the author means “the extent to which real incomes of various groups are re- 
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duced as a result of the tax,” or “readjustments in price resulting from changes 
in cost and demand produced by the tax.’”’ While explicitly admitting the 
existence of important expenditure effects, in general he simplifies his problem 
(and perhaps to many readers destroys the validity of any pronouncements) 
by assuming away these expenditure effects. 

There appears to be nothing surprising in the results obtained. Many com- 
binations of influences in the environment of the firm are discussed, with as 
many different types of behavior. Different degrees of freedom of entry, dif- 
ferent production coefficients, different elasticities of demand, adjustments 
through time, and other pertinent factors are given their place in the analysis. 
The role of the pure scientist is rigorously followed throughout the study. Con- 
clusions are not offered as broad generalities. 

The book is difficult reading, not because of any mathematical treatment 
(no mathematical formulations are employed), but because of the swift succes- 
sion of modifications in assumptions. The author deserves credit for an attack 
on a tremendously difficult problem, and despite the weaknesses of the tools 
at hand, this reviewer has seen no better results. 

Furman University A. G. GRIFFIN 


How Collective Bargaining Works. By H. A. Millis and others. New York: 

The Twentieth Century Fund, 1942. Pp. xxviii, 986. $4.00. 

Books dealing with the labor movement in the United States have given far 
too little attention to the development of the techniques of collective bargaining 
in various industries. This timely book, written under the direction of Harry 
A. Millis by some of the leading experts in the field of industrial relations, deals 
in a thorough manner with that often neglected part of unionism. While the 
major emphasis is placed upon the development and operation of collective 
bargaining processes during the New Deal, the authors recognize the fact that 
in a number of important industries in the United States collective bargaining 
has long played an important part in employer-employee relations. 

The book deals at length with the development and operation of collective 
bargaining in thirteen trades and industries and in the Appendices there is found 
a brief summary of similar developments in thirteen other fields. In selecting 
the industries to be studied, the Labor Committee of the Twentieth Century 
Fund endeavored to find industries that “would show collective bargaining in 
all of the various stages of youth and maturity.” As the result of their selec- 
tion, the authors have been able to show that in some industries there have 
existed favorable factors that led to an early acceptance of collective bargaining 
while in other industries numerous complicating factors have made the develop- 
ment of collective bargaining a slow and tedious process. 

While almost every chapter is written by a different author, the careful 
planning of the Labor Committee of the Fund has saved this book from the 
weaknesses which frequently result from joint authorship. In general, each 
chapter follows the same outline and approach to the problems relating to 
each of the industries examined. 
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This book is not merely a detailed history of the development and operation 
of collective bargaining in the industries studied but the authors give critical 
judgments on the state of collective bargaining in each industry to the time 
of publication. While a new chapter in the history of collective bargaining is 
now being written as the result of the War, this book is by far the most complete 
and satisfactory treatment of collective bargaining in all of its phases up to 
Pearl Harbor. 

It is explained in the Preface that, ‘On the basis of information in these pages, 
and such other knowledge as they may have, the members of the committee 
will prepare a report which will contain the committee’s analysis of the problems 
of collective bargaining and a program of action to deal with them.” Students 
of labor economics and those persons interested in planning for the postwar 
reconstruction period will anxiously await the appearance of this report. 

University of Virginia GerorGE T. STARNES 


Southern Workers Outside the Legislative Pale. By H. C. Nixon (Ed.). New 
York: American Labor Education Service, Inc., in cooperation with the 
Southern School for Workers, Inc., 1942. Pp. 35. $0.20. 

This pamphlet serves as a reminder that freedom from want is not yet es- 
tablished for Southern workers and farmers. Mr. Nixon’s remarks on the 
labor shortage are timely and their accuracy is evident to anyone who has 
recently studied the rural South. The farm labor shortage, he says, may be 
acute in the neighborhood of defense centers, but is not characteristic of districts 
in the 
“back country [where] for lack of education, training, or experience, thousands upon 


thousands of rural Southerners are unprepared to avail themselves of opportunities to enter 
the skilled trades in the present emergency.” 


The section on “‘Race Differentials” by Dr. Charles 8. Johnson, which gives 
valuable recent data on the inadequacy of educational, health, and occupational 
opportunities for Negroes, provides documentary support for the statement on 
man-power made by Mr. Nixon. 

In an analysis of unemployment compensation in the South, E. J. Eberling, 
discusses the inadequacy of payments for total unemployment made by all 
Southern states. He cites also the narrow range of coverage imposed—by the 
states, by the original Act itself, and by the amendment passed by Congress 
in 1939, excluding workers employed in commercial agricultural processes. 
This section would have benefited from some analysis of the old age insurance 
program, the coverage of which is much broader. This reviewer’s recent in- 
vestigation indicates that many thousands of Southern workers eligible for old 
age insurance and unemployment compensation are not receiving any benefits 
because their employers have failed to make returns. 

Professor Lois McDonald in ‘The Labor Scene” indicates that the Wagner 
Act and the Wage and Hour law have not been of great value to the South. 
Perhaps the Wagner Act has been of relatively minor aid to the South’s wage 
earners, not only because of the opposition of employers, and the exemptions, 
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both of which are mentioned, but also because so many non-exempt Southern 
workers have yet to reach a level of earnings which would permit them to pay 
at least minimum dues to existing union organizations. Until such time, the 
value of the Wagner Act to the South may be limited. The Fair Labor Stand- 
ards Act has been of key importance to the wage earners of this section. 

An essay on the Poll Tax, fittingly, closes the pamphlet. In it Jennings Perry 
reminds us that the “lever of progress has become immobilized . . . by depriving 
the masses of the people of voice in Government” through loss of the franchise. 

U. S. Department of Labor IrvinG RIcHTER 


The International Economy. By John Parke Young. New York: The Ronald 

Press Co., 1942. Pp. xvi, 714. $4.50. 

This very readable text is divided into five parts. 

Part I, five chapters, sketches the history of international trade in general 
and of the United States in particular and concludes with chapters on raw 
materials, ocean shipping and trade routes. 

Part II, consisting of thirteen chapters, develops the theory of international 
trade, concluding with four chapters on the history of trade and monetary theory. 

Part III, six chapters, deals with the financing of foreign trade; Part IV, 
eleven chapters, with international economic policies; and Part V, four chapters, 
devotes two chapters to the course of international finance since 1918 and one 
each to the economy of England and France. Bibliography, classified according 
to subject matter, is at the end. 

Parts II and III contain some of the best expository writing on their respec- 
tive subjects it has been the reviewer’s pleasure to read. Professor Young 
repeats the new shibboleth that “Whatever procedure or machinery is set 
up, the objective of any currency system must be the attainment of an adjust- 
ment of currency supply to currency demand which will promote continued 
maximum production, employmert, and utilization of resources” (p. 254), 
whatever those ends may mean, but he does not pursue the point. 

Later, (p. 336) when discussing the supply of money and the volume of busi- 
ness, is the statement, ‘Preferable . . . is an adjustment of the monetary supply 
with the object of attaining, in so far as possible, an optimum volume of business 
and production”—a more reasonable statement if equally amenable to in- 
dividual interpretation. Comparative costs “either real costs or even monetary 
costs” are put aside. “Importers are not interested in the costs of goods, but 
in the prices they must pay.” 

Chapter XVIII, The History of International Monetary Theory is too con- 
densed to be of much value to students untrained in monetary theory and it does 
not materially advance the argument. Why is the theory “international”? 
The chapter on maritime policy would have been more helpful if it had dealt 
with comparative maritime policy instead of exclusively with American policy. 
The chapters on English and French economy seem a little lonely. Why in- 
dividual treatment for those two—especially France? Would not a treatment 
of Russia, Germany or Japan have been equally meaningful? 

Such minor criticisms are not meant to detract from the merits of this excellent 
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text. It is balanced, thorough, yet brief, if the wide subject matter be con- 
sidered. The style is good and very lucid, yet there is no “writing down” to 
the student. 

Professor Young seems determined to create technological unemployment 
among teachers of foreign trade. As the professor said when his book, the result 
of years of labor, came from the press, “I’ve ruined my lecture course; there it 
is; go read it.” 

University of Kentucky RopMAN SULLIVAN 


Economic Planning: Its Aims and Implications. By Claude David Baldwin. 

Urbana: University of Illinois Press, 1942. Pp. 188. $2.50. 

The term “economic planning” has many implications and is too often loosely 
used. For purposes of this study, Mr. Baldwin has limited his definition of the 
term to four essentials: The positing of an objective (the end to be attained); 
the rational arrangement of economic resources so as to attain the projected 
goal; control over the resources subject to the plan; and, the substitution of 
collective (state) control over these resources for private individual decisions 
concerning their use. 

The implications of such a definition of economic planning are: (1) State 
economic planning involves the abolition of private ownership in the means of 
production; and (2) State economic planning involves the direction of the 
economy by the state toward ends that may or may not be considered desirable 
by all of its people. 

These implications give rise to a very interesting and well handled discussion 
of the place of ethics in economics, and to a consideration of various alternative 
ends which planning might be used to achieve. This treatment is justified on 
the premise that, without a discussion of the ends of planning, the discussion of 
means (of planning itself) loses much of its practical significance. Furthermore, 
Mr. Baldwin believes, and attempts to show, that there is nothing in the nature 
of the relationship between the means and any given end—whether authori- 
tatively or democratically determined—which would. preclude successful 
planning. 

The major portion of the book is devoted to a detailed technical consideration 
of the place of economic theory (defined in the neoclassical sense as the quanti- 
tative analysis of the effects of a certain scale of values [ends] upon the means) 
in a planned economy, and to an analysis of the problems of rational economic 
calculation under a planned system. These matters are discussed under several 
headings: The Place of A Pricing Mechanism; The Organization of Production; 
and, Distribution of Income and Allocation of Labor. 

The rapid extension of the idea of economic planning in recent years, and the 
particular emphasis presently being placed on the study of planning with refer- 
ence to possible post-war uses, lend to all works on the subject at least a limited 
significance. Mr. Baldwin’s contribution, however, merits attention for more 
reasons than these alone. He has apparently succeeded remarkably well in 
presenting a closely reasonéd, well documented synthesis of major ideas in the 
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‘field of economic planning, and in setting forth the “aims and implications” 
of planning with admirable clarity. 

The necessity of perusing the numerous and lengthy footnotes quite carefully 
in order to follow the author’s chain of thought makes reading the book some- 
what arduous at times, but does not detract froin its value. An extensive 
bibliography is included. 

University of North Carolina Cuirron H. Kreps, JR. 


The Standard of Living in 1860. By Edgar W. Martin. Chicago: The Uni- 
versity of Chicago Press, 1942. Pp. x, 451. $4.50. 

Economic history, unlike political history, cannot be written in terms of fixed 
dates. True, there are important inventions, like decisive battles or elections, 
which produce profound changes in social customs, but the changes are usually 
less abrupt and the people are less conscious of what is occurring. It is even 
difficult to determine in retrospect when the full impact of a new invention 
had occurred or a new pattern of behavior had crystallized into custom. While 
historians have succeeded in presenting panoramic pictures of society in certain 
periods, they have not attempted to do so as of a particular date. The author 
of this book has attempted to do just that in order to establish a base for measur- 
ing the rise in the American standard of living. He has selected 1860 as the 
year for his simultaneous snapshots of all phases of American life. This would 
seem to be a good year for the purpose, for the country had by then rounded 
out its continental boundaries, and its internal economy had not yet been 
disturbed by civil war. 

Mr. Martin has been able, through patient and exhaustive searching, to get 
glimpses of the living standards of all elements of the population in all parts of 
the country—what they ate, what clothes they wore, the kinds of houses they 
lived in and how they were furnished, the types of amusements which they 
sought, the length of their working hours, and their incomes both in dollars and 
in purchasing power. 

There are many surprises. In some respects the conditions of 1860 showed 
little advance over those of the colonial period; in other respects they have an 
air of modernity. The streets of the cities, if paved at all, were “poorly paved, 
obstructed, filthy and unsanitary, and overrun with animal scavengers.” .The 
source of communicable diseases was a complete mystery. Smallpox, scarlet 
fever, measles, diphtheria were recurring pestilences. Near the Gulf yellow 
fever was a constant menace. Severe epidemics of cholera spread across the 
country, and thousands died in the big cities. Crude attempts at fumigation 
and fasting and prayer were the best that could be done. Quacks and frauds 
preyed upon the ignorant masses. The beginning of antiseptic surgery was still 
in the future. Although the American people had, from colonial days, believed 
in education, the average schooling of the whole population was less than 
twenty-two months. The average working day, apart from farm labor, was 
something like eleven hours. Although the 10-hour day had become almost 
standard for skilled trades, at least in the East, New England’s textile workers 
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worked eleven hours or more and in some of the “sweated” trades longer. 
Even some of the larger cities had no public water supply, and none had purifi- 
cation plants. Plank roads radiated from numerous cities; otherwise the coun- 
try roads were sloughs of mud in wet weather and in summer inches deep in 
dust. Outside the cities there were almost no bridges over the rivers and, except 
where there were ferries, travelers had to ford them. These conditions seem 
almost medieval. 

On the other hand, one is reminded that in 1860 there were 381 cities and 
towns supplied with gas. Factory-produced watches had been on the market 
seven years. The mass production of boots and shoes was well established. 
The western states already produced more flour and mill products than New 
England and the Middle states combined. Baseball was emerging as the 
national game. Dancing and card-playing were popular with all levels of 
society though condemned by certain church groups. Soda fountains were an 
accepted part of city life. Women complained of the servant problem, and 
rich families sought to escape from it by living in hotels and boarding houses. 
Food costs absorbed about the same share of the laboring man’s income then as 
now, and a progressively smaller share from the middle and higher income 
groups. The wives of the well-to-do were criticized for spending an excessive 
amount on clothes, but visitors from abroad were impressed with the well- 
dressed appearance of working girls who wore the cheap imitations. Class dis- 
tinctions were reflected most conspicuously in housing. It may thus be observed 
that in some respects the customs any practices of 1860 were much like those 
of the present. 

By 1860 the relatively high productivity of the American workingman enabled 
him to satisfy more of his creature wants than could any of his European con- 
temporaries. Yet hardly more than 5 per cent of his income was left after 
meeting the costs of food, clothing and shelter. Moreover, the excess goods 
were mostly those that could be produced in mass. The products of artistry 
and fine craftmanship were woefully lacking. The aspirations of the people 
were definitely materialistic. Wealth was sought both in order to satisfy physi- 
cal comforts and to gain power and esteem. There was a lack of good taste. 
Luxury and display were taken for elegance. Even education seems to have 
been prized chiefly because it enabled the individual to “get ahead.” It may 
be said that if the American culture is crude and materialistic it acquired those 
characteristics because of the drab hard life of the frontier. When the standard 
of living of 1943 is measured against that of 1860 one can see that time has 
added refinements, and no doubt will continue to do so. 

One is amazed at the amount of work which the writing of this book must 
have involved. The author has obviously gatherec and sifted a tremendous 
amount of data. He seems to have weighed conflicting data with unusual care. 
His book should be exceedingly valuable to historians because of the attention 
he has given to the living habits of the ordinary folk. How far he has succeeded 
in providing economists with a base from which to measure progress in elevating 
the standard of living is debatable. The diversity in the levels of living then 
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and now complicates any effort at measurement. Probably Mr. Martin has 
succeeded as well in providing a base as can be done. At any rate, he deserves 
credit for tackling a hard job and doing it well. 

University of North Carolina W. WacER 


Economics of American Industry. By E. B. Alderfer and H. E. Michl. New 

York: McGraw-Hill, 1942. Pp. xv, 566. $4.00. 

This book is intended to be an introductory survey of the principal manu- 
facturing industries of the United States. At the Wharton School it is used in 
a course taken by two groups of students—those who intend to specialize in 
industry, for whom it serves as a preparation for the study of industrial manage- 
ment and relations, and those who take it on an elective basis to supplement 
their work in economic theory. The book is divided into nine parts, the first 
of which discusses the plan of study, the next seven parts treat the important 
American industries, carrying the reader from the raw materials to the factory 
rooms, the offices, and the market, with explanation of what takes place at each 
point and the influences that are in control. The treatment of each industry 
embraces, 1—The place and structure, 2—Technology, 3—Location factors, 
and 4—Competition. Part Nine consists of three chapters covering the Chang- 
ing Pattern of historical development; Technology: the course it has taken and 
the problems it raises; and Competition, as it has been and as it may be. 

The book is illustrated by 102 graphs, charts and diagrams, and by 73 photo- 
graphs. The printing is excellent, only two typographical errors being apparent 
to the reviewer. 

The analysis of the economic influences affecting each industry seemed, to the 
reviewer, to be well carried out in a clear, understandable manner, a great im- 
provement on similar books that have appeared heretofore; but the description 
of processes leaves much to be desired. Whether this portion of the book 
could be remedied economically, that is whether a book that could be handled 
in one semester could be produced at a reasonable cost, the reviewer is not able 
to judge. But, since manufacturing employs more people and contributes a 
larger share to our national income than any other branch of economic activity, 
it would seem worthwhile that more people should have more definite informa- 
tion about it. The reviewer feels that many of the separate descriptions of 
industrial operations contained in this book are entirely inadequate to prepare 
the reader to discuss these operations understandingly. The descriptions often 
seem like skimming off two ounces of cream and leaving the rest of the quart of 
milk to sour. It is true that economic geographers are not supposed to go too 
deeply into the details of processes, but, as this is a book on manufacturing in 
which so many people are economically interested, it seems that students 
should obtain a clear understanding of the matter or let it alone. If we merely 
are to skim off the cream this book does it admirably, much better than those 
that have gone before. The student will learn about the raw materials and their 
sources, and the effects of economic influences and market reactions, but he will 
get his “A” without knowing very much about how the things are made. 
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Part Nine is well-written, Chapter 38 clearly bringing out the problems of 
technological progress. It left the reader wondering how long the decreasing 
number of workers can support the increasing number of idle during normal 
times; as the number of idle increases, what becomes of the market for the 
product; will the system complete the cycle and destroy itself, or is government 
control of industry, permanent or temporary, the solution? 

Economics of American Industry is not a perfect book but it is a valuable 
addition to the field, a text well-adapted to the subject as it is now taught. It 
should be read by all the citizens and not merely by college students. 

Duke University Ben F. LemMert 


Economic Problems of War and Its Aftermath. By Chester W. Wright (Ed.) 
and Others. Chicago: The University of Chicago Press, 1942. Pp. xi, 197. 
$2.00. 

War Without Inflation. By George Katona. New York: Columbia University 
Press, 1942. Pp. x, 213. $2.50. 

Wartime Price Control. By George P. Adams, Jr. Washington: American 
Council on Publie Affairs, 1942. Pp. x, 153. $3.00. 

The first named of these books contains a series of lectures given at the 
University of Chicago. The purpose of the lectures has been well accomplished 
and the general public has been supplied with an enlightening source of informa- 
tion which will enable it to understand some of the underlying economic and 
social problems of a modern total war. With this objective in mind, we recog- 
nize the merit of this publication by its high level of approach rather than by the 
search for new results. That popular discussion does not necessarily preclude 
profundity or originality and may even contain incentive sparks becomes 
apparent in the accent of many passages, especially in Frank H. Knight’s in- 
spiring contribution in which the destiny of individualistic society is con- 
sidered. 

A book on inflation appearing in the midst of the inflationary threats and 
dangers of the present war awakes psychological reactions. One expects dis- 
coveries or revelations. To influence peoples’ attitudes through skilful propa- 
ganda is indeed the device which Mr. Katona recommends and explains in the 
preventive campaign against inflation. He refers to the activities of spending, 
saving, taxation, and administrative interference. The psychological instru- 
ments to be used in order to drive the changeable behaviour of individuals in 
directions which will offset or avoid inflationary tendencies originate in those 
well-known factors with which modern economic analysis is accustomed to 
operate. Katona cites these various “propensities,” stresses their importance 
and effects, and puts them to work moulding an anti-inflationary attitude on 
the part of the public. These methods are already widely utilised in this coun- 
try and clearly illustrate the simple outlines by which the writer offers the aid 
of the psychologist in the economic conduct of total war. The usefulness of a 
common sense treatise of this kind is not reduced by objections which could be 
raised against some points of minor importance to the issue as a whole. 
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Mr. Adams’ book on Wartime Price Control advances considerably the intri- 
cate subject of price planning. He collects in a lucid survey the essential his- 
torical data from which the function of this relatively recent branch of war 
activity can be deduced. The ultimate aim of a war economy is to secure the 
largest output of war material by paying attractive prices. This may possibly 
impair supply and distribution of civilian consumers’ goods and thereby give 
rise to an inflationary situation. To reach the first goal while minimising the 
detrimental effects on the standard of living, resulting from physical shortages, 
shifts in prices and price structure, is the twofold task of wartime price control. 
Since experience was lacking, it was rather an experimental and hazardous ad- 
vance into unknown terrain, to establish organizations and shape adequate 
measures for a number of urgent cases. By elaborating elements which are 
characteristic of all of them, Mr. Adams prepares the fundamental analysis of 
significant economic war phenomena. While he clarifies the diversity of condi- 
tions which requires individual handling of various kinds of goods, he does not 
lose sight of the common ground. He emphasises the indispensable establish- 
ment of supplementary institutions after the first step has been taken and 
realizes the contours of a constructive system of measures. With these instru- 
ments the war economy can operate with greater reliability than hitherto and 
at the same time the traditional features of a free economy may be preserved—if 
this is necessary or desirable. 

University of North Carolina F. GuTMaNN 


Flush Production, the Epic of Oil in the Gulf-Southwest. By Gerald Forbes. 
Norman, Oklahoma: University of Oklahoma Press, 1942. Pp. 253. $2.75. 
Flush Production is a history of Southwestern petroleum from the drilling of 

the first well around 1880 to the present. This book deals with the discovery 
and development of the various pools, scientific advances, the natural gas in- 
dustry, pipe line transportation, various social, economic and legal aspects of 
the growth of the petroleum industry, attempts at control by the state and fed- 
eral governments, and regional folklore. The refining industry is given only 
cursory treatment. 

The chapters dealing with discovery and development are very detailed. 
The inclusion of many statistics in the text is probably a fault of this portion of 
the book. The chapter on the natural gas industry is an exceptionally fine brief 
statement of the development, structure, and problems of that industry. One 
of the interesting features is chapter XII, which contains some of the legends and 
stories that have grown up in the southwestern oil region. Not the least impor- 
tant part of the book is the appendix containing a glossary of terms and a very 
complete bibliography of periodical material. The style is clear and matter- 
of-fact. 

University of North Carolina Harotp E. Kionrz 
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ALABAMA 


The War continues to play an ever more dominant role in the economy of 
Alabama. Statistics just released by the Bureau of Business Research of the 
University of Alabama reveal what happened during the year of 1942. 

Industrial activity was characterized by a high level of production in all 
branches. Building contracts awarded, the leader, with a present index num- 
ber of 1086, totaled for the year over $200,000,000.00 and nearly 34,000,000 
square feet of floor space. The increase in area was 85.2 per cent above 1941, 
233.7 per cent above 1940 and 441.5 per cent above 1939. This expansion took 
place almost entirely in industiral and military establishments, since housing 
for only 17,000 war workers was constructed and practically no private residen- 
tial or non-essential business construction was permitted. At the end of the 
summer it seemed that building was slackening and production leveling off, but 
late figures show that the last quarter of the year was by far the leading period. 
This means, of course, that plant capacities are being enlarged and that an even 
greater production may be recorded in the future. 

Another jump in Alabama industry in 1942 was the increase in electric energy 
consumed for industrial purposes, which rose 59.5 per cent above 1941. Ala- 
bama consumption increased much more than the national or southeastern aver- 
age. The leading factor in Alabama has been the use of electric power for war 
industries, particularly the aluminum plants and electric furnaces, which consume 
large amounts of power. The arguments heard a few years ago that TVA was 
building capacity in great excess of the then present and future demands for 
power now appear somewhat weird. Unless rains are plentiful this summer 
black-outs will become again necessary in this area. Cotton consumption in 
1942 totaled 1,388,274 running bales, thus setting a new high record. However, 
the increase of 1942 over 1941 was not so steep as 1941 over 1940, or 1940 over 
1939, which may indicate that production is approaching its effective limit until 
plant capacity is increased. Coke production increased perceptibly following 
an expansion in capacity undertaken over a year ago. Coal production also 
reached new heights during the year with a remarkably consistent level of out- 
put throughout the period. The Alabama coal index maintained a higher level 
than did the national average for every month of the year. 

In agricultural production 1942 may be designated as a bountiful year. The 
index for cottom production was 81.1 as compared with 69.3 in 1941. This same 
index for the year 1937, the last pre-AAA year, was 143.1 and for 1932, the lowest 
previous year since the series was started, it was 83.1. Other crops measured by 
index numbers based upon 1935-39 average as 100 were: corn 101.2, oats 194.1, 
peanuts 168.4, potatoes 105.7, sweet potatoes 72.9, cattle 133.7, calves 110.5, 
hogs 88.7, and sheep 259.7. The shift away from cotton to a greater diversifi- 
cation of crops is perceptible from these figures although much yet remains to be 
done before a well-balanced agricultural economy is reached, for the quantities 
produced of each commodity are relatively small in comparison with cotton. 
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Business indices, in spite of rationing and restrictions, show a high level of 
activity throughout the year, and at the end of the year a sharp upward trend. 
These indices reflect of course not only a greater movement of goods but also 
higher prices. Bank debits for 1942 were 29 per cent over 1941 and 94 per cent 
over 1937. New deposits began the year larger than any eriod of the previous 
year and continued through 1942 with an increase each quarter over the preced- 
ing quarter. Although deposits in state-chartered banks rose $58,658,000.00, 
loans declined $4,305,000.00, indicating an extremely unbalanced situation for 
a normal period, but possibly indicating the growing capacity of our banks to 
underwrite the national war debt. Retail sales, measured in dollars, show 1942 
to have been a very high year, and the phenomenal December volume suggests 
that inventories must have been badly depleted. Cost of living as computed 
by the U. 8. Bureau of Labor Statistics stood in December at 120.8 in Birming- 
ham and 123 in Mobile. Food costs experienced the sharpest rises, but all items 
were affected except rent which declined in both areas. Rising prices accom- 
panied by excess deposits are already setting the stage for the coming inflation. 

Employment in Alabama rose steadily during the year, from an index of 167.7 
in January to 205.7 in December (using December, 1931 as a base of 100). 
Total wages likewise increased from a January index of 308.7 to a December 
high of 477. Average wages increased from $25.55 per week in January to $32.28 
in December, as compared with $13.41 in December, 1931. Employment in 
manufacturing accounted for the greater part of the increase, although employ- 
ment in retail trade increased from an index of 107.3 in January to 137.9 in 
December. Declines were registered in wholesale trade, public utilities, hotels, 
coal mining, and quarrying. The growing shortage of labor for war industries 
is being tackled with more energy and courage than any phase of the war econ- 
omy yet witnessed. A War Manpower director has been placed in charge of the 
Mobile area and one is slated to take over in Birmingham. The Mobile director 
has proceeded to direct a more effective utilization of manpower in the various 
plants, to restrict pirating and absenteeism, to direct training for essential skills 
and professions under the Vocational Education and the ES M W T programs, 
and to sponsor the recruiting of labor from areas having a relative surplus. The 
U. S. Employment Service is also conducting periodic surveys in the various 
areas and carrying out recruiting programs for the war industries. Apparently 
no class or group is being overlooked. Negroes are being actively recruited from 
surplus areas for the Mobile shipbuilding industries. Women are being sent to 
various schools for specialized training, and one large company is preparing to 
train on its own time a large number of women college graduates for responsible 
positions in its industrial engineering and personnel department. The supply 
of young college men is almost entirely depleted: of the fifty-four March gradu- 
ates of the School of Commerce and Business Administration of the University 
of Alabama, only two are available for industrial employment. The farms, the 
schools, the state and local governments, the domestic servant trades and the 
homes are being raided to supply the growing demand. Higher wages and free 
training are facilitating the exodus. 

Alabama’s industrial participation in the war effort ranks first in the South- 
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east, as indicated by figures just released by the War Production Board. Of the 
882 manufacturing establishments which have the equipment and the ability 
to produce something for the war effort, 80 per cent or 707 now have war con- 
tracts. Of these, 162 are working on prime contracts, 442 on subcontracts, and 
103 are engaged in maintenance work essential to the continued operation of the 
other plants. Of the 175 plants not now engaged in war contracts, 25 are ex- 
pected to receive contracts soon. None of these figures include, however, prime 
supply contracts of less than $50,000.00, prime facility awards of less than $25,- 
000.00, or contracts for food, of which there are a large number in the state. 
The Smaller War Plants Corporation is, we are told, expected to place many 
contracts in the state by breaking down the large contracts into small allotments 
for plants with limited facilities. This, when and if ever accomplished on a 
large scale, is one of the most constructive undertakings of the war production 
effort. Nothing will serve better to keep our economy expansive, dynamic and 
free than a large number of small thriving competitors. 
University of Alabama E. H. ANDERSON 


KENTUCKY 


Kentuckians are often aggrieved because the state’s primary system of high- 
ways is definitely not in the class of that of some of their neighboring states. 
Only in the western part of the state is there any considerable mileage of con- 
crete pavement. In general, it may be said that it has been the policy of the 
state to connect all sizable communities with all-weather roads rather than to 
put the major portion of road funds into fine arterial highways crossing the state. 
Another feature of the policy has been freedom from bonded debt. In the face 
of rapidly declining road-fund revenues, the state is not seriously embarrassed. 
Repair work is all that will be attempted until conditions change for the better. 

Commissioner of Revenue Ward Oates recently estimated that a voluntary 
system of liquor rationing, self-imposed by the industry in Kentucky, will cause 
a loss in consumption tax of from $600,000 to $900,000 a year. Last year the 
state realized $9,157,000 from the manufacture, sale, and consumption of whis- 
key, beer and wine. The consumption tax on whiskey of $1.20 has already 
shown a sharp decline in yield. The production tax of five cents a gallon ceased 
to yield revenue November 1, when Kentucky distilleries shifted entirely to the 
production of war alcohol. Total revenue from this source will decline one half 
in the opinion of the Commissioner. 

The City of Cincinnati has been held liable by the Court of Appeals to income 
taxes of $30,000 a year as the recipient of $1,500,000 annual rental upon the rail- 
road from Cincinnati to Chattanooga which the city owns and leases to the 
Cincinnati, New Orleans and Texas Pacific, a part of the Southern Railway 
system. Taxes, penalties, and interest back to 1936, when Kentucky’s tax began, 
approximate $200,000. Cincinnati may appeal to the federal courts. 

Preliminary assessment estimates from 112 of Kentucky’s 120 counties show 
that county tax commissioners, on their own initiative, have assessed real es- 
tate 14 per cent higher than last year. The preliminary assessments are 6.5 
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per cent higher than final assessments of last year even after revisions, equaliza- 
tion and raises. This result could be held to justify the policy recently reported 
in this column of placing the responsibility of assessment on the county assessor, 
with the full knowledge that the county’s finances depend upon it. It might 
be said that the Commissioner “read ’em the riot act” and got results. 

The Court of Appeals has upheld the validity of the state’s escheat act but 
held that the state must sue to obtain title. Abandoned bank deposits consti- 
tute the major portion of such property. Ten Louisville banks have moved to 
obtain an injunction to prohibit the enforcement of the provision requiring 
publication of unclaimed deposits. 

By a recent decision of the Court of Appeals municipal housing commissions 
were declared tax free. The decision means that no taxes can be levied against 
the various housing commissions for value of real estate and other assets. The 
majority opinion held that such dwellings provided by the commissions for low 
income tenants are public property used for public purposes. Judge Tilford 
dissented, holding that such projects, however desirable, were taxable under the 
present constitution. This case is of far-reaching import in principle. How far 
can the hard-pressed municipal property owner be squeezed for the benefit of 
low income groups? 

RopMan SULLIVAN 


LOUISIANA 


Principal interest in the extraordinary session of the Louisiana legislature 
convened by Governor Sam H. Jones last August centered in the enactment of 
a War Emergency Sales Tax. The new law levies a 1 per cent tax on the sale 
“at retail, the use, consumption, distribution, and the storage to be used or con- 
sumed in this state on articles of tangible personal property as defined by the 
Act; and upon the leasing or renting of tangible personal property in this state 
and upon the furnishing, preparing, or serving of articles of tangible personal 
property.” The tax is collected by the dealer from the purchaser or consumer 
without the use of tokens or tax receipts. Every person who sells or offers for 
sale at retail is covered by the law. 

The new tax is in addition to and separate from the 2 per cent sales tax already 
imposed and collected in New Orleans. An integrated bracket of prices was 
worked out by the state and city governments as a basis for collecting the tax 
in that city. A statewide bracket was also developed for collections outside 
New Orleans. The use of price brackets in place of tokens constitutes the 
principal difference between the present tax and the sales tax enacted in 1938 
and repealed in 1940. 

The War Emergency Sales Tax does not apply to the following: stocks, bonds, 
notes, or other obligations or securities; livestock, poultry, or other farm products 
when sold directly from the farm by the producer; gasoline, steam, water (with 
a few minor exceptions), and natural gas; and articles on which a tax in imposed 
or collected under the provisions of the Soft Drink Tax Act. 

The Bureau of Business Research of Louisiana State University published in 
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February a second annual revision of a bulletin on “The Income Tax under 
Federal and Louisiana Laws,” by Dr. E. A. Saliers, Professor of Accounting and 
Head of the Accounting Department in the College of Commerce. The bulletin 
is designed to assist taxpayers by giving them a brief, but clear, picture of the 
present state and national income tax laws rather than a detailed set of instruc- 
tions to be used in making out income tax returns. For the individual taxpayer, 
examples of the preparation of separate returns permitted in Louisiana and eight 
other community property states are given in the text. Simple illustrations of 
the returns to be made by corporations under both the state and federal laws 
are also presented. 


* * * * * 


The year 1942 witnessed a notable increase in Louisiana business activity. 
During the year department store sales rose 9 per cent, bank debits 11 per cent, 
freight carloadings 26 per cent, and payrolls 60 per cent. The state activity in- 
dex moved steadily upward throughout the year with the exception of August, 
when it receded slightly. At the end of the year the general level of business 
was 32 per cent higher than in December, 1941. In only a few fields was 1942 
business below 1941 totals, and in those fields the war was clearly a depressing 
factor. Lowered building activity was reflected in the 30 per cent drop in urban 
mortgage loans, the 32 per cent decline in the dollar volume of building material 
sales, and the 65.2 per cent decrease in the value of building permits. Never- 
theless, building contract awards, principally for construction outside city limits, 
were 32 per cent greater in 1942 than in 1941. 

Retail furniture sales this past year were 13 per cent below 1941 in dollar 
volume. Principal factors in this decrease were: (1) the difficulties of replacing 
stocks due to the restrictions on appliance manufacture, the discontinuance of 
low-priced furniture, and the scarcity of labor in wooden furniture factories; 
(2) restrictions placed on instalment credit; (3) the exodus into the armed serv- 
ices of young men who otherwise would be getting married and buying furni- 
ture; and (4) the general unwillingness of buyers to spend money on furniture in 
view of increased taxes, war bond purchases, limited housing facilities in state 
defense areas, and a general feeling of uncertainty as to what the future will bring. 

Another interesting development in the state business picture for 1942 was 
the shift in Louisiana advertising from newspapers to the radio. During the 
past twelve months newspaper advertising linage in this state was 9 per cent less 
and radio advertising revenue 15 per cent greater than in 1941. There were 
several reasons behind the change. Department stores and many other types 
of retail and commercial advertisers used radio advertising in 1942 to tie in their 
announcements with the many news broadcasts that were added to meet the 
demand for flash war news. National advertisers have likewise utilized local 
radio stations more extensively in 1942 than in 1941. Furthermore, some of 
the most important users of newspaper space, the manufacturers and distributors 
of automobiles, tires, gasoline, resorts, and travel services, have had to curtail 
their advertising programs. 
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The War Emergency Sales Tax, which went into effect September 1, yielded 
$2,643,660 during the first four months following its imposition. Pressure for 
the reenactment of the sales tax came in part from the expectation of a sub- 
stantial decrease in other sources of state revenues, principally the gasoline tax. 
Gasoline rationing, however, was not extended to Louisiana until December 1, 
with the result that the state collected for the September-November period 
$5,621,671 from the gasoline tax, a total $423,690 greater than in the comparable 
months of 1941. For the first month of rationing gasoline tax collections 
amounted to $905,270, as against $1,743,567 last year, a decrease of $838,297. 
During this month, which is the peak month for retail sales, the War Emergency 
Sales Tax yielded $797,250. 


* * * * * 


The quarterly retail food cost indexes prepared by the Bureau of Business 
Research of Louisiana State University have disclosed considerable differences 
in food price movements between cities in the state and between the state and 
national indexes. During the period from December, 1941 to December, 1942, 
retail food costs rose 16.7 per cent in Lake Charles, a city of 21,000, 20 per cent 
in New Orleans, and 24 per cent in Baton Rouge. The national index for 51 
cities went up 17 per cent in the same period. 

In Baton Rouge, where the twelve-months’ advance was greatest, fruits and 
vegetable prices jumped 41 per cent, eggs 33 per cent, and fats and oils 30 per 
cent. The smallest increase was the 6 per cent rise in sugar prices. All of the 
Lake Charles price advances were more moderate, fats and oils rising only 11 
per cent, eggs 18 per cent and fruits and vegetables 31.8 per cent. Meat prices 
in New Orleans, however, went up twice as rapidly (27 per cent) as in Lake 
Charles and slightly more than in Baton Rouge (23 per cent). The national in- 
crease in meat prices for 1942 was 20 per cent. 

It is also significant that in the first six months of the year, when food prices 
were largely uncontrolled, (retail prices were generally frozen May 18 at their 
highest March levels) the advance was smaller in all three cities than in the last 
six months, when food prices were under ceilings. From quarter to quarter, 
however, there were important differences not only in the magnitude of the 
percentage changes, but also between the several cities. In Baton Rouge, for 
example, most of the increase came in the first and third quarters, while in Lake 
Charles the first and fourth quarters showed the greatest upward movement. 
All three cities had comparatively stable food prices from March through June. 
The national index, on the other hand, rose about equally in the first, second, 
and fourth quarters, and went up somewhat less in the June-September period. 

Louisiana State University Rosert W. FRENcH 


MISSISSIPPI 


One of the most difficult problems of retail stores is to meet ceiling prices in 
the face of rising costs. In Eng!and about one-third of the retail establishments 
have been forced to close. The evidence is that, except in cases of extremely 
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effective management, costs are certain to rise at least in proportion to selling 
prices, thereby reducing profit margins and sometimes turning profits into losses. 

Slightly more than half of the retail stores of the nation do an annual business 
of less than $10,000. Estimates indicate that a large proportion, perhaps half, 
of the stores of this type may be forced to close because of goods shortages, set 
prices, rationing and other war restraints. It is particularly important that 
Mississippi business men realize this situation since a very large proportion of 
our retail establishments are of this type. 

There is an even smaller type of store which is also prominent in Mississippi, 
that which is doing an annual business of less than $1,000. The stores of this 
type may find survival easier than those slightly larger if they continue to be 
able to replace a reasonably high percentage of their stocks. The reason, of 
course, is that the owners are seldom entirely dependent upon the store as a 
source of income. However, there is a strong possibility that the wholesalers 
will refuse to fill their orders because it would not be economic from their point 
of view todo so. The good will of the potential larger buyers is more important 
to wholesalers than the good will of the small buyers. 

Most of the larger stores will manage to carry on in some manner, usually on 
a more or less restricted basis. However, in some instances, the larger stores 
may find their business actually increased because of the decreased competition 
of the smaller units. 

University of Mississippi Francis S. Scorr 


NORTH CAROLINA 


The State of North Carolina, long known as an agricultural state, is making 
noticeable headway in its attempt to create a balanced economy. Statistics 
show that North Carolina is leading all other Southern states in balancing in- 
dustry with agriculture; its leaders are constantly trying to get farmers to di- 
versify crops and other farm activity so as to obtain year round income. Special 
emphasis is being placed on the development of poultry and livestock and truck 
crops and some progress is being made in this direction. In industry the number 
of wage earners compared to the total in the United States has risen from 1.7 
per cent to 3.4 per cent since 1919. Wages have remained at approximately 39 
per cent of value added by manufacture as compared with a national average 
of 40 per cent. Average annual wages have been about 35 per cent below the 
national average while value added has been about 31 per cent less. This low 
value-added relationship is due largely to the character of the industries located 
in the state and not to the difference in the efficiency of labor. 

Economic activity in North Carolina on the whole has been very good during 
1942. The statistics during the last quarter showed some soft spots but activity 
held up remarkably well considering the emphasis on war production, especially 
the heavy industries, along with shortages of material and man-power. Bank 
debits to individual accounts in the 9 largest cities declined sharply during the 
latter part of October and November, but recovered during December and were 
up approximately 25 per cent for the year as compared with 1941. Building 
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construction declined steadily during the fourth quarter in the 21 principal cities 
of North Carolina. This is a very good index to private construction. This 
decline, however, was offset by public construction which increased the total 
for the state about 24 per cent for the year. Labor incomes have increased 
appreciably during the year due mainly to more employment. Farm incomes 
have increased approximately 50 per cent. White-collar jobs have paid higher 
wages in some instances but on the whole, this class has had a decrease in its 
purchasing power. 


* * * 


Industrial production has remained at a high level throughout the last 
quarter of the year, with some exceptions. Furniture manufacturing has had 
to make some adjustments, but is getting more sub-contract orders for airplane 
parts and other war products. Shortages of material and a large amount of 
special purpose equipment which is difficult to apply to war production provide 
the primary explanations for this condition. Electric power production is about 
15 per cent above what it was in the last quarter of 1941. The cotton textile 
industry approached its maximum capacity during the second quarter of the year 
and has maintained this high level throughout the year. In 1942 cotton con- 
sumed was about 10 per cent greater than in 1941, reaching a total of 2,901,185 
bales. Both rayon yarn and staple fiber shipments increased slightly during the 
last quarter and for the year as a whole. Tobacco manufacturing in 1942 
topped 1941 in all types except smoking and chewing tobacco. The most im- 
portant item, cigarettes, was 14 per cent above the 1941 production. 


* * * * * 


The agricultural picture is clouded by a growing shortage of farm labor. 
However, the farmers were able to harvest most of the 1942 crop with only 
minor losses. Cash farm income for 1942 reached the high level of $389,200,000 
for the first eleven months of 1942; a 49.6 per cent increase over 1941, which it- 
self was a good year. The largest item was tobacco which brought the farmers 
approximately $217,000,000, at an average price of $39.49 per 100 pounds. The 
cotton crop is expected to yield over $70,000,000 at current prices. However, 
farmers seem reluctant to part with their cotton at present prices as indicated 
by the amount of loans from the Farm Credit Corporation. Final figures for 
poultry and livestock are not yet available but are expected to account for 25 
or 30 per cent of the farm income. Truck crops accounted for approximately 
$11,000,000, a rise of 52 per cent over 1941. 

There are several special items of interest which should be mentioned regard- 
ing agriculture. In addition to the expected labor shortage in 1943 there may 
be serious shortages in nitrogen for fertilizer, seeds, and feed crops. There were 
twelve new credit unions formed during 1942, bringing the total membership to 
28,000. Total assets of these credit unions was $2,105,583. They made over 
30,000 loans to farmers during 1942 amounting to approximately $3,000,000. 
Farmers have been helped considerably by the Milk Audit Law, strict enforce- 


| 
; 
a 
ay 


376 STATE REPORTS 


ment of weights and measures, and various grading programs carried on in the 
markets, notably in poultry, eggs, grains, soy beans, hay and other products. 


* * * * * 


Retail and wholesale trade held up much better during 1942 than most prog- 
nosticators had anticipated. While some lines, notably hardware, automobiles, 
and auto parts, electrical appliances, and better grades of furniture declined 
sharply, the total dollar volume of trade actually increased throughout the year. 
Department store sales increased as did drugs, groceries, and shoes to mention 
only the more important items. 

Among the wholesale items shoes, drugs, groceries, and tobacco products 
improved during the last quarter of 1942 and were substantially above sales for 
the same period of 1941. Sharpest declines were in paper products, electrical 
supplies, hardware and industrial supplies. 

Both wholesale and retail stocks declined sharply during the last quarter in 
practically all items, including those which showed increases in volume of sales. 
This indicates that when the inventories are gone, the declines in sales may be 
expected to be very rapid. 


* * * * * 


Industrial relations in North Carolina have been quite satisfactory during the 
past year. The State Conciliation Service reports very stable conditions during 
the first eleven months of 1942. Out of 133 disagreements between labor and 
management, 98 cases involving 47,878 workers were settled without work stop- 
pages. There were 35 strikes involving 9,988 workers settled with only 62,038 
man-days lost. Only three strikes involved war production. They were settled 
promptly and none caused a delay in deliveries of war goods. 

The State Inspection Division inspected 5,052 business firms, found 9,407 
violations of the State Labor Law most of which were technical in nature, 8 
of which were prosecuted for flagrant violations of the law. There were 2,974 
inspections made relative to the Federal Wages and Hours Law of which 2,561 
were covered by the law, 879 of which were in full compliance, and 773 in viola- 
tion of wage and overtime provisions. Restitution wage payments amounting to 
$415,000 were made to 12,794 workers. 

Very little change occurred in employment and payrolls during the last 
quarter of the year. With approximately 1100 firms reporting (800 manufac- 
turing and 300 non-manufacturing) to the State Department of Labor figures 
show that employment increased only 1.6 per cent and payrolls 7.1 per cent. 
Most of the latter is accounted for by a 3.6 per cent increase in the average hours 
worked per week. 


* * * * * 


A summary of the revenue received by the State during last quarter discloses 
the following facts: 

Revenue from Taxes was $10,667,546.52, from Gasoline tax $5,929,360.95, 
making a total of $16,596,907.47. The Division of Motor Vehicles received 
$3,026,994.69 bringing the grand total to $19,623,902.16. 
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During the first half of the fiscal year (July 1 to Dec. 31, 1942) as compared 
with the same period for 1941, general tax revenue increased $3,099,044.48 or 
14.87 per cent. Revenue from the gasoline tax decreased $4,991,598.70 or 29.04 
per cent. This gives a net decrease of $1,892,553.22 or 4.98 per cent. Net 
revenue of the Department of Motor Vehicles decreased $605,818.14 or 13.99 
per cent. The legislature is in session at the time this report is being prepared 
and it is too early to know how the budget will be changed. Present indications 
are that there will be very little or no change in the State Income tax or Sales 
tax although bills have been presented regarding both. The only changes now 
expected are decreases in taxes on motion picture shows, bottlers, advertising 
corporations and other special items. One major item of expenditure that has 
a good chance of being passed is the 9 month-school bill which would add ap- 
proximately $4,000,000 to the annual budget. 

North Carolina State College T. W. Woop 


VIRGINIA 


Stimulated by war contracts, business activity in Virginia in 1942 made im- 
portant gains over 1941. The volume of checks drawn on clearing house banks 
in seven Virginia cities reporting to the Federal Reserve Board in November, 
1942, was 24 per cent greater than in November 1941; consumption of electrical 
energy increased 16 per cent for the same period; and employment in nonagricul- 
tural establishments increased during the year by 14 per cent. 

Much of Virginia’s business activity is based upon large contracts for ships 
and for naval and military establishments. A large portion of such expendi- 
tures are being concentrated in the Hampton Roads area which has become one 
of the most vital war activities centers in the United States. This is indicated 
by the fact that during the past year, the Newport News yard and the Norfolk 
Navy yard have together launched two battleships, two destroyers, a cruiser, 
an aircraft carrier, and, during the past three months, a score or more of tank- 
landing ships. In addition, repair work done at these yards during the year 
was of exceptional volume and importance. 

The development of Hampton Roads as a great war activities center has 
created a serious housing problem in the area. In April, 1940 the population of 
the area was 343,423, while in December, 1942, the Virginia State Planning Board 
estimated that the population had increased to approximately 500,000. This 
unprecedented increase in population, together with the enormous increase in 
the number of military personnel in the area, has taxed the community facilities 
such as water-supply, sewerage, transportation, recreation, and highways. 

University of Virginia GrorceE T. STARNES 
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PERSONNEL NOTES 


P. F. Boyer, formerly associate professor of economics and business adminis- 
tration at Texas State College for Women, has been appointed associate pro- 
fessor of business administration at Louisiana State University. 


Robert W. Bradbury, professor of business administration and head of the 
Division of Latin American Relations at Louisiana State University, has been 
granted a leave of absence for the duration of the war to accept an appointment 
in Panama as principal economic analyst in the Foreign Service Auxiliary of the 
State Department. 


L. F. Brush, formerly instructor in accounting at Jefferson College, has been 
appointed instructor in accounting at Louisians State University. 


Professor Clarence Heer of the Department of Economics and Commerce 
of the University of North Carolina has been appointed a director of the National 
Bureau of Economic Research to represent that institution in place of Pro- 
fessor Erich W. Zimmermann. 


Paul T. Hendershot, instructor in business administration at Louisiana 
State University, has resigned to take a commission in the Navy. 


Leo Herbert has been made an instructor in accounting at Louisiana State 
University. 


Glenn L. Hodge, instructor in accounting, has been appointed assistant to 
the dean of the College of Commerce at Louisiana State University, replacing 
Burton R. Risinger, who resigned last spring to become purchasing agent of the 
University. 


Dr. Sam M. Houston, who was appointed instructor in economics at Louisiana 
State University last September, has resigned to accept a position in the Dallas 
Office of the United States Department of Labor, Division of Industrial Sta- 
tistics. 


B. W. Kenyon, Jr. has been appointed Assistant in the Department of Agri- 
cultural Economics at North Carolina State College. He will be engaged in 
teaching and research in the field of farm credit and marketing. 


Marshall D. Ketchum of the University of Kentucky will teach in the Summer 
Session of the School of Business Administration of the University of Chicago. 


Paul Kohler, instructor in accounting at the Township High School and 
Junior College, Joliet, Illinois, has returned to Louisiana State University this 
fall as an instructor in accounting. 
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Sara Landau, formerly a member of the faculty of the John McNeese Junior 
College of Louisiana State University, has resigned to accept a position as 
assistant professor of economics at Alabama College. 


N. Gunnar Lange, Associate Agricultural Economist at North Carolina State 
College, has resigned his position, effective January 15. It is Professor Lange’s 
intention to return to Sweden as soon as possible. In the meantime, however,. 
he has accepted a position with the Federal Administration, Washington, D. C. 


Harry Aaron Lipson, Jr., instructor in Economics, University of Alabama, 
has been called into the armed service. 


Professor H. L. McCracken of Louisiana State University is serving on 
Industry Committee No. 50 for the Sugar and Related Products Industry 
under the Wage and Hour Division of the United States Department of Labor. 
He is one of six members appointed for the public. 


Mary McKinnon, formerly with the wholesale price division of the Bureau 
of Labor Statistics, has been appointed to the faculty of the College of Com- 
merce at Louisiana State University. 


Howard R. Smith, instructor in economics at Louisiana State University, 
resigned in February to take a position with the Federal Government in Wash- 
ington, D. C. 


Ralph B. Thompson, formerly with the Sales Department of Johns-Manville, 
has been appointed instructor in business administration at Louisiana State 
University. 


Harry A. White, formerly Assistant Agricultural Economist of Clemson 
College, has been appointed as Assistant Agricultural Economist at North 
Carolina State College. Mr. White will be engaged in agricultural marketing 
research. 
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